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TRADE AND INVESTMENT BETWEEN THE
UNITED STATES AND RUSSIA/COMMON-
WEALTH OF INDEPENDENT STATES [CIS]

FRroAY, NOVEMBER 5, 1993

House of Representatives,
Commerce, Consumer, and

Monetary Affairs Subcommittee
OF THE Committee on Government Operations,

Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
2203, Raybum House Office Building, Hon. John M. Spratt, Jr.

(chairman of the subcommittee) presiding.
Present: Representatives John M. Spratt, Jr., Gene Green, C.

Christopher Cox, and Stephen Horn.
Also present: Theodore J. Jacobs, staff director; Thomas S. Kahn,

chief counsel; Faye Ballard, clerk; Jacquetta N. Teal, assistant

clerk; and Marc M. Rose, minority professional staff. Committee on
Government Operations.

OPENING STATEMENT OF CHAIRMAN SPRATT

Mr. Spratt. I will call the hearing to order. Today, the Com-
merce, Consumer, and Monetary Affairs Subcommittee convenes to

hold a hearing on investment and doing business by American
firms and entities in Russia and other states of the former Soviet

Union, now known as the Commonwealth of Independent States

[CIS].
The coup attempt in Moscow just a few weeks ago reminds us

that our country has an enormous stake in a stable, democratic,
and prowestem Russia or CIS. The Congress recently passed, and
the President signed into law an assistance package for Russia con-

taining almost $2 billion of aid. But aside from foreign aid, one of

the most cost-effective ways that we can ensure Russian democracy
is to encourage increased trade between our countries. Trade cre-

ates jobs for Americans while helping to strengthen the Russian

economy and helping to advance the Russian economy toward an

economy more like our own.
This subcommittee wants to explore what the U.S. Government

is doing today and what it can be doing to improve trade with Rus-
sia and CIS. We want to know whether our laws impede trade and
to what extent they do, and we want to find out whether cold war
laws are still on the books and still make sense. We also want to

know the status of laws which prevent trade in certain high-tech

(1)



goods between the U.S. firms and entities and the former Soviet

Union.
Mr. Gephardt and Mr. Michel recently introduced a bill, at the

request of the administration, designated as H.R. 3000. This bill

would eliminate most cold war restrictions still left which affect

trade with the former Soviet Union. This bill has been reported by
the Foreign Affairs Committee favorably, and jurisdiction has been
waived by other committees to which the bill has been referred.

The measure could come to the House floor before we recess in late

November. So we would like to examine the merits of this bill in

particular.

Finally, we would like to explore the risks in doing business with
Russia and the CIS. What are the barriers placed by U.S. law that

prevent a greater expansion and more fruitftil trade investment be-

tween Russia and the CIS and the United States. To this end, we
will take testimony this morning from a variety of governmental
and private witnesses.

We want to welcome all of you who have come—some from quite
some distance—to testify and contribute to our record and under-

standing this morning. Before proceeding with the hearing, I would
like to turn to our ranking Republican, who happens to be some-

thing of an expert in the area himself. We are delighted to have
Mr. Cox's participation.

Chris, I give you the mike and the floor so that you can make
an opening statement for yourself.
Mr. Cox. I congratulate the chairman, Mr. Spratt, for his fore-

sight in holding these hearings. There has been a lot of attention

paid to the collapse of the Soviet empire and the emergence of not

only Russia but all of the former captive nations now essentially

comprising the CIS. But there has been little attention paid in

Congress, in committee, to the U.S. role in promoting the expan-
sion of not only democracy and democratic institutions, but also

free enterprise and multilateral trade in the CIS. So this committee

today is blazing a trail in that respect, and I am delighted that it

is occurring.

Today, we will identify and examine obstacles to trade and in-

vestment with Russia and the other nations of the Commonwealth
of Independent States. If we don't seize this historic moment, the

gains of the past few years may very well be lost. I underscore the

importance, therefore, of this subject.

Despite the exciting prospects of trade in these huge new mar-

kets, there are many problems that businessmen andf women are

experiencing as they explore the economic opportunities in the CIS.
Three in particular are worth mentioning. The first is instability

and uncertainty: In governments, in officials, in ownership and ju-

risdiction, in regulations and laws, and especially in tax rates and
policies. This instability and uncertainty is a bar to expanded
trade.
The second is financial problems, including the inability to con-

vert currency, the collapse of the banking system, and outstanding
debts to American companies. Simply put, it is tough to conduct
business without hard currency.
The third is infrastructure problems. Transportation systems are

inadequate in many places. Telecommunications systems are often



decrepit. The stories that we will hear today about these obstacles

to trade and investment in the newly independent nations of the
former Soviet empire will illustrate these difficulties.

I am sure we will hear about laws adopted on the spot to meet
an immediate need, but that conflict with existing laws or regula-
tions. We will hear about cases in which proposals are reviewed
time and again by countless officials at endless levels of govern-
mental bureaucracy. And we will hear about new taxes and duties

frequently introduced with little or no warning.
Tiiese stories are compelling and discouraging. Mr. Chairman, it

is my hope that we will explore ways to alleviate these problems
and to expand the opportunities. And I would like to focus during
these hearings on two additional points.
The first is the nature of U.S. aid to the CIS, and to Russia in

particular. It takes the form of aid to governments. Aid to govern-
ments in my view is unlikely to expand free enterprise and solve

the problems that have existed for the last 75 years in the Soviet

empire. Free enterprise, not subsidies to governments, ought to be
the way of the future.

The second is law reform. Russia, Ukraine, and all the former

captive nations of the Soviet empire for the last 75 years have been

living under legal systems that are not only hostile to, but alien to,

free enterprise. Simple things that we take for granted here in the
United States, like commercial codes and mortgage banking, do not
exist in legal form in most of the CIS. So it is impossible, regard-
less of the extent of entrepreneurial spirit, for men and women to

start up businesses successfully. When we consider that the No. 1

source of startup capital for small businesses in America is the

mortgage, and when we consider that until recently there wasn't
an adequate Russian word for mortgage, we realize we have got a

long way to go.
So I hope that at some time during this hearing we can treat

these problems as well.

Our active involvement in this area, I hope, will be very con-

structive, and I am looking forward to hearing the testimony of our

government witnesses this morning.
Mr. Spratt. Thank you, Mr. Cox.
Mr. Green.
Mr. Green. Thank you, Mr. Chairman.
I would like to thank you for calling this hearing today on the

trade possibilities with the former Soviet Union. I am encouraged
from the reports that the Commonwealth of Independent States is

becoming more open for outside business ventures and hope this

trend continues for the mutual benefit of both our nations.
Since the first McDonald's opened in Moscow, many American

companies have attempted to take their products ana our know-
how to the former Soviet Union. Last April I became aware of a

company in my district that has successfully accomplished this goal
and entered into a historic agreement with the Government of Cri-

mea. This company, HyTexplor, Inc. has negotiated an agreement
that will give exclusive production rights for low sulfur liquids, oil,

and natural gas in the Crimean region.
The value of these reserves have been estimated at $1 billion and

this agreement represents a perfect example of how our American



companies can compete in our global economy while we assist the

former Soviet Union and strive toward a capitalistic society.
There are a great many possibilities in the Commonwealth of

Independent States. There are vast reserves of natural resources

and untapped human potential. We need only to set up a frame-
work that will allow our businesses to compete to realize many of

these benefits, and it is my hope that this hearing is a first step
toward that goal.
Thank you, very much.
Mr. Spratt. We have two panels of witnesses this morning. The

first is a panel of witnesses from the executive branch of the gov-
ernment and the second is a panel of witnesses from the private
sector.

Our first panel is composed of David A. Lipton, who is the Dep-
uty Assistant Secretary for Eastern Europe and the Former Soviet
Union of the Department of Treasury.
The second member of this panel is Daniel V. Speckhard, Deputy

for Economic Affairs to the Ambassador at Large to the Secretary
of State on the New Independent States, Department of State. I

don't know how you even get that on a calling card, much less in-

troduce yourself.
And our third witness is Franklin J. Vargo, who is Deputy As-

sistant Secretary for Europe, International Trade Administration,
Department of Commerce.
You can choose your order of appearance; but, in default of your

choosing it, we can simply start with Mr. Lipton and move in that
order if that is agreeable with you.
Mr. Lipton. That is fine with me.
Mr. Spratt. Mr. Lipton, let me say as to all the witnesses, if you

have prefiled your testimony, we will make your testimony, as you
filed it, part of the record so that you can summarize it and proceed
as you wish. The floor is yours

STATEMENT OF DAVID A. LIPTON, DEPUTY ASSISTANT SEC-
RETARY FOR EASTERN EUROPE AND THE FORMER SOVIET
UNION, DEPARTMENT OF TREASURY
Mr. Lipton. Thank you, Chairman Spratt and members of the

subcommittee for giving me the chance to be here today.
Russia and the FSU states need trade and investment, for that

is how they will acquire the resources and know-how to support
modernization and sustain economic growth over the long haul.

The private sector in the United States and the West has dem-
onstrated its eagerness to satisfy these needs and the United
States is well poised to capture an important share in what could
be a massive trade expansion. Already United States trade with
Russia is on the rise.

However, our companies are now encountering major obstacles to

trade and investment. To do business effectively, there must be a
stable market economy and the rule of law. These conditions are
not yet satisfied because Russia's transformation, while well under

way, is still in its earlv stages.
I would like to single out here today four aspects of the economic

transformation that must go forward if Russia is to achieve its po-
tential for trade and growth, and I would like to explain what the



United States and our western partners are doing to support this

transformation.
We believe that by supporting the transformation, we are also

setting the stage for a far greater role for our private sector in the
future.

First, a key task throughout the region is to create institutions
needed to support a modern market economy. Businesses cannot

operate amid uncertainties about property rights, commercial
codes, the tax system, the regulatory environment, and means of

legal redress.

We have seen in the Czech Republic, Hungary, and Poland that
when uncertainties are reduced, our private sector responds and in-

terest in foreign investment grows. Through our bilateral technical

assistance programs, we are explaining how Western institutions

work and helping to support institutional building in the former
Soviet Union.

Second, and I think most importantly at this juncture, FSU na-
tions must create free markets by liberalizing prices and permit-
ting companies to produce and sell as they wish.
As we have seen in Russia, one consequence of liberalization is

inflation. That is because long-suppressed shortages are left to be
resolved by market forces and because governments often succumb
to the demands for credits and subsidies from companies struggling
to cope with market pressures.
The top priority now in the FSU states is to stabilize financial

conditions. New markets cannot function well amidst financial dis-

order. Inflation thwarts structural reform of all sorts. Moreover,
only when inflation is brought under control will Western compa-
nies have the stable environment needed to make sound invest-

ments, and only then can there be stable, convertible currencies to

support the growth of trade.

Therefore, much of the Western assistance pledged for the FSU
nations—and that part which requires govemment-to-government
assistance—focuses on supporting macroeconomic stabilization

through realistic fiscal and monetary policies and is, in fact, condi-
tioned upon the adoption of such policies.
But reforms are politically difficult. To cushion the blow and

jumpstart reform, the IMF this year has, with the encouragement
of the U.S. Government, created the systemic transformation facil-

ity to support initial steps toward stabilization and to help get re-

forms going.
If successful, traditional IMF standby loans to support full sta-

bilization programs will follow.

Third, structural adjustment opens the way for the creation of a

private sector. Russia has jumped out in the lead on this score

privatizing 70,000 small shops so far. The United States is playing
an important role in this regard providing technical assistance to

the Russian privatization ministry, as well as privatization efforts

in tho other states.

Russia's voucher scheme has led to the privatization of 5,000
large enterprises with an employment base of over 5 million people.
This is an unprecedented accomplishment for the entire region. But
it is a first step, not a last step.



To help Russia show how enterprises once privatized can tackle

the difficult problems of restructuring, the G-7 and the IFC have

pledged $3 billion for a Special Privatization and Restructuring
Program. That progpram provides newly privatized companies with

technical assistance, as well as loans and equity for capital pur-
chases and modernization.
Other initiatives, such as the Russian/American Enterprise

Fund, which opened its doors for business in Moscow just yester-

day, and the Small and Medium Enterprise Fund of the European
Bank for Reconstruction and Development target help for small

and medium businesses, and all of these initiatives in this—that

are in this area I have just mentioned—will provide assistance to

firms, not to governments.
Fourth, external trade regimes must be liberalized. Although

progress has been made in opening Russian trade, export taxes and

quotas still distort prices and slow the transformation of the Rus-
sian economy.
For some time, there will be a need to facilitate the development

of trade and investment links with the FSU states. The U.S. Ex-

port-Import Bank and the Overseas Private Investment Corpora-
tion are actively and imaginatively adapting their operations to the
new and challenging circumstances of the FSU. I think they will

play a major role.

As Russia and other transforming economies adopt new institu-

tions, attain stable economic conditions, and create private market
economies, our assistance will evolve toward the profitable inter-

change between our private sector and their private sector.

The deepening of trade links, however, cannot proceed too far un-
less the FSU states have sufficient access to Western markets. Eco-

nomic integration after all is a two-way street. They can only buv
increasing amounts of our products if they can sell us their prod-
ucts.

Economic transformation will not be achieved overnight. It will

surely move in fits and starts. The obstacles are formidable. Most

importantly, an intense political debate continues about the proper
timing ana scope of reforms. But on one thing we must be clear:

Only through the bold pursuit of market reform, supported by ex-

ternal financial assistance, can these countries overcome the harm-
ful legacy of 70 years of the command system and establish pros-

perous market economies.
Eastern Europe has proved this point. We have a role to play in

supporting these reforms. By doing so, not only are we helping
Russia and the other FSU states, but we are also making that part
of the world safe for trade and investment.
Thank you.
[The prepared statement of Mr. Lipton follows:]



STATEMENT BY DAVID LIPTON
DEPUTY ASSISTANT SECRETARY FOR EASTERN EUROPE

AND THE FORMER SOVIET UNION
DEPARTMENT OF THE TREASURY

BEFORE THE SUBCOMMITTEE ON COMMERCE, CONSUMER AND MONETARY
AFFAIRS

OF THE COMMITTEE ON GOVERNMENT RELATIONS
OF THE HOUSE OF REPRESENTATIVES

NOVEMBER 5, 1993

Introduction

Thank you Chairman Spratt and Members of the Subcommittee. It is
a pleasure to testify here today on the role and importance of
trade and investment in U.S. relations with Russia and the other
independent states of the former Soviet Union.

The nations of the former Soviet Union (FSU) are, as you know, in
the midst of an historic transformation. It is nothing less than
a total reorientation of their political, economic and social
systems. The task of the United States and the West, is to
support the transition to democracy and market-based economies —
the goals espoused by President Yeltsin and other reformist
leaders in the region.

The implications for global security alone would justify the
effort, but there is considerably more to be gained or lost. The
integration of the FSU states into the world economy could
provide an important engine of growth for the next generation.

The Importance of Trade and Investment

Eastern Europe and the FSU have a population of over 400 million
and a vast reserve of human and natural resources. These
countries were to a great extent cut off from the western trading
system, and their industry was oriented to military production.
A reorientation of trade could produce dramatic results.

Recent studies suggest that trade between the West and the
countries in transformation would rise by more than $100 billion
of dollars in the medium-term even under conservative
assumptions, i.e., trade and investment relations are liberalized
but incomes in the FSU and Eastern Europe stabilize at relatively
low levels. If one assumes a gradual convergence of incomes in
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Eastern Europe and the FSU towards western levels, several
hundred of billions of dollars in additional trade could be
generated. The United States is well poised to capture an
important share in this potentially massive trade expansion.

Russia and the FSU states need trade and investment, for that is
how they will acquire the resources and know-how to support
modernization and sustain economic growth over the long haul.
Western equipment, technology, and management skills head the
list of FSU needs. The private sector in the United States and
the West has demonstrated its eagerness to satisfy those needs.

Already, U.S. trade with Russia is on the rise. U.S. exports of
manufactures to Russia were nearly $1 billion in the first eight
months of 1993, more than twice as high as the same period a year
earlier. This occurred despite the continued sharp contraction
in total Russian imports during the period. Furthermore, U.S.
companies are seeking business opportunities across the vast
expanse of Russia.

Interest in Russia's energy sector is intense and well-founded.
Large and immediate returns can be achieved in boosting Russian
energy production, with benefits both for Russia and oil-
consiuning countries. But U.S. interest in the region is broader
than energy. U.S. companies are active in manufacturing and
commerce. Several U.S. banks, have established Russian
subsidiaries.

In the long run, our private sector will help build the private
sectors of the FSU states. In the short run, however, our
companies are encountering major obstacles to trade and
investment. To do business effectively, there must be a stable
market economy and the rule of law. These conditions are not yet
satisfied, because Russia's transformation is still in its early
stages.

The Economic Transformation and Trade

I would like to single out four aspects of the economic
transformation that must go forward if Russia is to achieve its
goal of creating a market economy and realizing its potential for
trade and growth. In each area, the U.S. and our western
partners are doing what we can — through our bilateral aid
programs and through the international financial institutions —
to support transformation. We believe that these governmental
efforts are transitional and catalytic, for they will help set
the stage for the day when our private sector can move in
decisively and play a proper role in building a modern Russia.

First, a key task throughout the region is to create the
institutions needed to support a modern, market economy. One
harmful vestige of the communist economic system is a host of
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institutions ill-suited to market-based commerce and finance. A
consequence is that businesses cannot operate effectively amidst
uncertainties about property rights, commercial codes, the tax

system, the regulatory environment, and means of legal redress.
These uncertainties discourage foreign investors — many of whom
adopt a cautious, wait-and-see attitude. We know that where
institutional change has reduced these uncertainties — in

Hungary, the Czech Republic and, more recently, Poland — the
private sector is flourishing and foreign investment flows have
grown significantly.

The West has much to offer in explaining how our institutions
work, and in helping adapt them to the circumstances in the
former Soviet Union. U.S. bilateral assistance includes an
important component of technical assistance in a wide range of
areas. The U.S. Treasury, for example, is providing advisors to
finance ministries and central banks to help improve tax policy,
budget policies, bank supervision, and other financial aspects of
the transformation.

Second, the FSU nations must create free markets by liberalizing
prices and permitting companies to produce and sell as they
please. As we have seen so dramatically in Russia, a consequence
of liberalization is inflation, as long-suppressed shortages were
left to be resolved by market forces and as credits and subsidies
were granted to support companies struggling to cope with market
pressures .

Now, the top economic priority of Russia and the other FSU states
is to stabilize their financial conditions. For example, if
inflation in Russia continues at its rapid clip. President
Yeltsin might get little credit in the end for Russia's critical
economic achievements to date in creating markets and building a

budding private sector, because new markets cannot function well
amidst financial disorder. Inflation also thwarts structural
reform. Moreover, only when inflation is brought under control
will western companies have the stable environment needed to make
sound investments .

For these reasons, much of the western assistance pledged for the
FSU nations focusses on supporting macroeconomic stabilization.
We recognize that stabilization achieved by a combination of
reforms — cutting the budget deficit and tightening credit — is
a prerequisite for external financial assistance. But, we also
know that reforms are politically difficult, and that all too
often reformers get trapped in a vicious circle where reforms are
partial and western assistance is withheld.

To break this circle and jumpstart reform, the IMF has created
the Systemic Transformation Facility (STF) which offers loans to
support initial steps toward stabilization. If successful, these
loans will be followed by the traditional IMF standby loans to
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support full stabilization programs. Already, Belarus,
Kazakhstan, Kyrgyzstan, Moldova, and Russia have borrowed under
the STF. We believe that with this facility, the IMF is playing
a strengthened and enhanced role in supporting economic
transformation in the region.

Third, structural adjustment, progressing in tandem with
liberalization efforts, helps to build a private sector. An
important step in overcoming the heritage of communism is the
privatization of state enterprises and state assets.

Russia has jumped out in the lead on this score, privatizing
70,000 small shops so far. This year alone, it has also
privatized 5,000 large industrial enterprises through a voucher,
give-away scheme. Just last week. President Yeltsin signed a
decree providing for the private ownership and transfer of land.
This decree opens the way for a vast and important privatization
of land. Other FSU states are also privatizing, but none on such
a fast timetable.

The United States is playing an important role in supporting
privatization. Our technical assistance to the Russian
Privatization Ministry has been instrumental in Russia's success.
But, we also realize that transferring ownership to private hands
is the beginning of a process, that must include enterprise
restructuring, recapitalization, and modernization.

To help Russia ensure that its enterprises, once privatized, will
be able to take these difficult steps, the G-7 has pledged $3
billion for a Special Privatization and Restructuring Program.
This program — established in response to a call from President
Clinton — will provide newly privatized companies with technical
assistance, as well as loans and equity for capital purchases and
modernization. Its financing will be derived from bilateral aid
programs — with the U.S. contribution coming from the foreign
aid package approved by Congress in September — and from
international financial institutions, including the World Bank,
EBRD, and IFC.

Helping small and medium businesses, including new businesses, is
also an important part of private sector development. The U.S.
has created and funded the Russian-American Enterprise Fund — an
institution that will assist Russian entrepreneurs. Until
Russia's financial sector develops further, small, private
companies will be greatly disadvantaged and will have a hard time
securing finance. To help remedy the problem and demonstrate the
potential for small business, the EBRD is creating a multilateral
fund to help give a financial start to new small and medium-sized
enterprises.

Fourth, external trade regimes must be liberalized. On this
count, there has been progress in Russia, where the trade regime
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has become much more open. But export taxes and quotas still
drive a wedge between prices in Russia and the world market and,
thus, provide a buffer to competition and slowing the
transformation of the Russian economy.

For some time, to be sure, there will be a need to facilitate the
development of trade and investment links with the FSU states.
This need is being addressed by the U.S. Export-Import Bank and
the Overseas Private Investment Corporation. One promising
initiative in Russia, now in the final stages of preparation, is
the oil and gas framework agreement between Ex-Im and the Russian
government. Under this agreement, U.S. companies will be able to
export up to $2 billion in equipment to support the
rehabilitation of Russia's energy sector.

As Russia and other transforming economies adopt new
institutions, attain stable economic conditions, and create
private, market economies, there will be a much greater
opportunity for our "assistance" to evolve towards the profitable
interchange between our private sector and their private sectors.
That is, an attractive investment environment will encourage the
flow of western goods, technology, managerial expertise and
capital to the FSU.

The deepening of trade links, however, cannot proceed too far
unless the FSU states have sufficient access to western markets.
Economic integration, after all, is a two-way street. We are
urging Russia and the other countries to reform and embrace the
market philosophy. They can only buy increasing amounts of our
products if they can sell us their products.

Conclusion

We know well that the economic transformation will not be
achieved overnight and it will move in fits and starts.

The obstacles to reform in the FSU are significant. Capital
flight must be combatted and reversed through strong
stabilization measures which promote confidence in the currency.
Criminal activity, which has spread, is mistakenly associated
with reform. In reality, further liberalization that eliminated
the opportunities and temptations for quick gain could reduce
criminality. Most importantly, political debate continues about
the proper timing and scope of reforms.

Russia and the other FSU nations must bear the primary
responsibility for their transformation. But on one thing we
must be clear. Only through the bold pursuit of market reform,
supported by external financial assistance, can these countries
overcome the harmful legacy of seventy years of the command
system and begin to improve living standards.
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Eastern Europe over the past four years has provided ample
testimony of the basic reality that when stabilization and
liberalization policies are pursued, trade and investment gains
follow closely. Poland, for example, has doubled its trade with
the West in only about three years and the investment queue,
barely noticeable in 1990, is lengthening daily. It is now the
fastest growing economy in Europe.

In conclusion, Mr. Chairman, the countries of the FSU must follow
the path of bold reform if they are to establish prosperous
market economies. We have a role to play in supporting these
reforms. By doing so, not only are we helping Russia and the
other FSU states, but we are also making that part of the world
safe for trade and investment. Thank you.
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Mr. Spratt. Mr. Speckhard.

STATEMENT OF DANIEL V. SPECKHARD, DEPUTY FOR ECO-
NOMIC AFFAIRS TO THE AMBASSADOR AT LARGE AND SPE-
CIAL ADVISER TO THE SECRETARY OF STATE ON THE NEW
INDEPENDENT STATES, DEPARTMENT OF STATE

Mr. Speckhard. Thank you, Mr. Chairman. I appreciate this op-

portunity to appear before you and the committee.

Together, we face the challenge of advancing a policy toward
Russia, Ukraine, and the other Eurasian states that assists their

transformation to democracy and free markets and moves us from
confrontation to new partnerships based on mutual interest and
shared values.

The Clinton administration approaches this effort with the con-
viction that helping their transformation succeed is our highest for-

eign policy priority. Indeed, we believe this effort represents the
wisest and least expensive investment that can be made in Ameri-
ca's future security and prosperity.

Simply put, robust economic partnerships with Eurasian states

that are governed by democratic principles, trade on the basis of

open markets, and international cooperation will generate enor-
mous benefits for the United States. As Secretary Christopher said

yesterdav in his testimony to the Senate Foreign Relations Com-
mittee,

'

If the people of Russia succeed in their heroic struggle to

build a free society and a market economy, the payoffs for the Unit-
ed States will be transforming: a permanently diminished threat of

nuclear war, lower defense budgets, vast new markets, and co-

operation on the global and regional issues that once divided us."

Fc^r these new states, trade and investment facilitated by tech-

nical assistance will be the engine that fuels economic reform, re-

covery, and long-term growth. For America, as President Clinton

explained in Vancouver, the emergence of a newly productive and
prosperous Russia could add untold billions in new growth to the

global economy. That would mean new jobs and new investment

opportunities for Americans and our allies around the world.
With a population of over 285 million people, more than half

which live in Russia, the region has tremendous potential for fur-

ther U.S. trade and investment. As Russia and the other states
move to further improve the investment climate for foreigners, U.S.
firms will find an expanding range of investment opportunities.
But to realize this potential, the countries of the former Soviet
Union need to create a stable, predictable market environment.
Uncertain economic, legal, property tax, and regulatory condi-

tions represent major barriers to expanded trade and investment.
Fundamental economic reform is, over the long term, the only real

solution to removing many of the barriers to expanded trade and
investment between our nations.

Together with our G-7 partners, we have worked to create the
external financial conditions that would support this fundamental
economic reform. We have restructured debt repayments, created
new IMF lending programs, and developed with the Gr-7 a $3 bil-

lion privatization program. The $2.5 billion assistance package for

the NIS recently passed by Congress will also allow us to expand
our trade and investment activities.
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More than one-half billion dollars of this package is targeted di-

rectly toward supporting U.S. trade and investment through ex-

panded export and investment programs and additional Exim Bank
lending and OPIC lending. This funding could leverage up to $2
billion in Exim Bank financing and $2.5 billion in OPIC guarantees
and insurance over the next 2 years.
We also are implementing a commodity import program which

will finance the export of U.S. equipment and related services to

the energy and environment sectors in NIS. In addition to direct

promotion of U.S. trade and investment in Russia and the new
states, the $2.5 billion package includes technical assistance to

help remove obstacles to trade and investment, improve the gen-
eral climate for business in the new states, and assist in developing
the necessary legal and commercial infrastructure of a market
economy.
For example, we have allocated roughly $900 million for private

sector development and funding for housing, nuclear safety pro-

grams, and business exchanges will all have elements that will in-

volve U.S. businesses and showcase U.S. products and technology.
In short, much of the $2.5 billion will have benefits for U.S. trade
and investment.
But our efforts to promote trade and investment go well beyond

providing financial assistance. Since the breakup of the Soviet

Union, we have been working to establish a framework of agree-
ments to promote and protect U.S. businesses and normalize our
trade and investment relations with Russia, Ukraine, and the other
states.

We have concluded trade agreements that protect U.S. busi-
nesses with all but one of the new states, and have signed invest-
ment treaties with four countries. High-level government involve-
ment has also been important.
At Vancouver, Presidents Clinton and Yeltsin established a com-

mission chaired by Vice President Gore and Prime Minister

Chernomyrdin to make the Russian-American partnership a reality
in the economic sphere. The commission is hard at work removing
roadblocks and impediments to trade and investment and is pre-
paring for the Vice President's trip to Moscow in December.
Access to global markets for Russian and American business is

also critical. For Russia, private trade and investment facilitated

by technical assistance will be the engine that fuels its economic
reform, recovery, and long-term growth.

For America, expanding markets allows us to be strong and pros-
perous at home and actively engaged abroad. Therefore, to the
maximum extent possible, consistent with American interests, we
believe that Western markets should be open to competitive Rus-
sian products; and Americans should be able to export goods and
invest in all sectors in Russia.
We are actively engaged with our coordinating committee

fCOCOM] allies regarding a successor regime that will open up ad-
ditional markets to Western technology, while bringing Russia and
the new states into a partnership in combating the proliferation of

dangerous and sensitive technology.
Finally, Russia and the other New Independent States must

know that sacrifices they are making in transitioning to democracy
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and market economies are supported, not hampered, by economic
and trade policies of the West.
To this end, the administration is working hard for a successful

conclusion to the GATT Uruguay Round. In turn, GATT will pro-
vide a framework for Russia to use in establishing the necessary
economic, legal, and regulatory conditions required to be a reliable

partner for American business. We are committed to assisting in

that process.
In closing, much of the responsibility for economic transformation

rests with the new states. As Secretary Christopher has often said,

"Russia and the other New Independent States must, themselves,
take the tough steps necessary to restore stability and provide a se-

cure environment for foreign investors and exporters." But we must
do all that we can to assist in that process.
The Clinton administration actively seeks your views and guid-

ance as together we face the challenge of assisting one of the cen-

tury's greatest transformations—the transformation of Russia,
Ukraine, and the other states of Eurasia from communist to democ-

racy and free markets.
Thank you.
Mr. Spratt. Thank you.
[The prepared statement of Mr. Speckhard followsil
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Mr. Chairman:

I appreciate this opportunity to appear before the

Committee. Together, we face the challenge of advancing a

policy toward Russia, Ukraine, and the other Eurasian states

that assists their transformation to democracy and free markets

and moves us from confrontation to new partnerships based on

mutual interest and shared values. The Clinton Administration

approaches this effort with the conviction that helping this

transformation succeed is our highest foreign policy priority.

Indeed, we believe this effort represents the wisest and least

expensive investment that can be made in America's future

security and prosperity.

Simply put, robust economic partnerships with Eurasian

states that are governed by democratic principles, trade on the

basis of open markets, and international cooperation will

generate enormous benefits for the United States. Secretary

Christopher said yesterday in his testimony to the Senate

Foreign Relations Connittee: "If the people of Russia succeed

in their heroic struggle to build a free society and a market

economy, the pay-offs for the United States will be

transforming: a permanently diminished threat of nuclear war;

lower defense budgets; vast new markets; and cooperation on the

global and regional issues that once divided us."

Since the beginning of the Clinton Administration our focus
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has been on moving from military confrontation to strong

economic partnerships with Russia, Ukraine and the other states

of Eurasia. For these new states, trade and investment,

facilitated by technical assistance, will be the engine that

fuels economic reform, recovery, and long-term growth. For

America, as President Clinton explained in Vancouver, "The

emergence of a newly productive and prosperous Russia could add

untold billions in new growth to the global economy. That

would mean new jobs and new investment opportunities for

Americans and our allies around the world."

That is why we are working so hard to expand trade and

investment between our countries. And that is what I would

like to talk to you about today: the enormous potential for

trade and investment between our countries; the help we are

providing to New Independent States (NIS) to establish market

economies that can provide predictable and lucrative markets

for American business; the assistance we are providing to

American entrepreneurs attempting to build lasting business

partnerships in the exciting but difficult environment of the

NIS; and the work we are accomplishing, together with our

partners in the NIS, to remove other barriers to trade and

investment.

The Potential for Trade »nA Tiiv«»«i-i«..nfr

Let me begin by describing briefly the enormous potential

NIS markets hold for American business With a population of
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over 285 million people, more than half of which live in

Russia, the region has tremendous potential for further US

trade and investment. The UB has a comparative advantage in

key trade sectors such as telecommunications, computers, heavy

machinery, and energy, transport and civil aviation equipment.

Total US trade with Russia and the HIS starts from a low

base: in 1992 bilateral trade amounted to a modest $4.6

billion, including $2.5 billion with Russia alone. But trade

is growing very rapidly. In the first seven months of 1993, US

exports to Russia reached $1.4 billion— a 60 percent increase

over the same period last year—and US exports of manufactured

goods such as construction equipment, cars, oil equipment,

pumps, and power equipment have more than doubled.

Likewise, at present, direct foreign investment in Russia

probably amounts to little more than $1.5 billion and may be as

high as $2 billion for the entire HIS. The US share of that

investment in the region is estimated at $400 million,

including participation in some 450 joint ventures—many in the

energy sector. At the same time, investment potential is very

high. In the energy sector alone, it has been estimated that

over the next years Russia will require some $50 billion in

investment to maintain, much less expand, its energy

production. Clearly much o^^this investment, if it is to

happen, must come from western oil companies.

As Russia and the other states move to further improve the

investment climate for foreigners, US firms will find an
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ezpanding range of investment opportunities.

Expanding Trade and Investaent: hr Pronotinq Refora

But to realize this potential, the countries of the former

Soviet Union need to create a stable, predictable market

environment. Unpredictable economic, legal, property, tax, and

regulatory conditions represent major barriers to expanded

trade and investment. That is why we have encouraged the NIS

to continue with the tough but necessary comprehensive economic

reforms they have embarked upon. And that's why we have

mobilized global support for this effort.

Steps the BIS Muat Take .»

Fundamental economic reform is—over the long-term—the

only real solution to removing many of the barriers to expanded

trade and investment between our nations.

The first and most important task for transitioning states

is to control inflation and move towards currency

convertibility. We have urged Russia and the other NIS to work

closely with the IMF and other international financial

institutions on developing responsible fiscal and monetary

policies. Progress is being^made. The IMF and World Bank are

carrying on negotiations with virtually all of these

countries. Kyrgyzstan, a Central Asian Republic in many ways a

leader on the economic reform front, has actually negotiated an
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IMF Standby program.
I

Macroeconoroic stabilization needs to be accompanied by the

establishment of a stable legal, regulatory and tax climate.

Uncertainty about tax laws and ownership rights, especially of

natural resources, compounded by disputes and overlapping

jurisdiction among various government regulatory agencies make

doing business difficult in the HIS. HIS governments need to

respect signed contracts and consider ways, such as

"grandfathering" tax regimes, to minimize the disruption caused

by necessary changes in laws. Providing technical assistance

to the HIS to help them in creating the legal framework for a

market economy is, as I have stated, a central element of our

assistance program. For exagiple, we have sent advisors to the

ministries of finance of several NIS to assist on tax policy

and reform as well as advisors to other agencies in the areas

of privatization and finance.

The Russians and other MIS have already taken some

significant steps to improve the business climate. Russia has

adopted a massive program of privatization of state enterprises

through a public voucher scheme and is auctioning off small and

medium sized businesses to new private entrepreneurs. Progress

on privatization is also being made in other MIS such as

Armenia, which has privatized most of its agricultural land.
ft

In late September President Yeltsin issued a decree on foreign

investment which stabilizes conditions by giving priority to

federal legislation in this area and ensuring investors a three
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year grace period against changes in the tax codes and

regulations. A new decree on land reform has lifted some

existing restrictions on the sale of urban and rural lands to

encourage development of a private land market. On November 2,

Prime Minister Chernomyrdin also announced a two-year economic

reform program designed to lower inflation and place a priority

on fiscal stability in 1994.

Stabilization is critical if internal and external

investment is to take place. And privatization of state-owned

enterprises is the key to creating market economies in the

former Soviet Union. Without these two elements, much of our

efforts to expand our economic relationship will be in vain.

Assisting Rcfona MultilaterallY

Together with our G-7 partners, we have worked to create

the external financial conditions that would allow

macroeconomic reform to advance in the HIS. And, as a spur to

western businesses leery of the unpredictability of

transitioning economies, we are assisting privatization as well

as expanding export credits and loan guarantees. Let me

describe three aspects of our support in greater detail:

First, the G-7 has worked to ensure that reforms in the new

independent states, which inherited a substantial debt burden

from the Soviet Union, were not crippled by these debts. The

U.S. Government has taken the lead in bringing together

numerous official creditors to negotiate a debt rescheduling
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package. In this process, Russia has assumed responsibility

for the debt o£ the former Soviet Union based on agreements

with the other NIS, has retained access to international

credits, and is now paying its debts at a pace which will not

cripple its reform efforts.

Second, the Administration has encouraged the International

Monetary Fund and World Bank to recognize the unprecedented

nature of the New Independent States' transition to the

market. The $28.4 billion support package for Russia announced

at the Tokyo G-7 Summit this summer included a number of

innovative mechanisms to support economies in transition. A new

IMF Systemic Transformation Facility was created to provide

financial support to assist a country in stabilizing its

economy. Five MIS economies (Russia, Kyrgystan, Kazakhstan

Moldova and Belarus) have already negotiated STF loans.

Third, at the Tokyo Summit, the Administration won G-7

support for a Special Privatization and Restructuring Program,

which is being designed to foster and support the privatization

of the largest state enterprises through equity investment

funds, targeted export credits for retooling, and social

support to local governments as they take over the state

enterprises' welfare obligations.

Overcoiilng Barrierg to Kconomic Cooperation

While comprehensive reform is a critical precondition to

creating the necessary commercial environment to rapidly expand
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trade and investment, establishment o£ a market economy will

require sustained and long-term efforts by the peoples of the

NIS. At the same time one of the best ways to assist Russia

and the other NIS in their transition to market economies and

democratic systems of government is through expanding the

opportunities for bilateral trade and investment. That is why

we are working so hard to promote trade and investment

now—despite unpredictable conditions in NIS markets—by

expanding bilateral trade and investment through targetted

assistance programs; by establishing normal trade relations

within stable, bilateral commercial frameworks; and, by opening

markets.

Aasiatinq Kypanded Trade and Inveatment

At the Vancouver Summit in April, President Clinton made

the growth of trade and investment between the United States

and Russia a key priority. The $1.6 billion assistance package

for Russia which the President announced at Vancouver was

carefully designed to support its most important reform

priorities, including improved trade and investment. A few

examples include:

• The creation of a $300 million Russian-American Enterprise

Fund to channel credit and equity investment to the

emerging Russian private sector and to new joint ventures.

• The opening of two American Business Centers, one in St.
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Petersburg and one in Vladivostok, by the end of December

1993 to facilitate business activities between U.S. and

Russian firms.

• The expansion of the highly successful business internship

program under the Department of Coninerce's Special American

Business Internship Training (SABIT) program with an

additional 300 Russian entrepreneurs and scientists on

their way to the United States.

• The approval of approximately $240 million in Export-Import

Bank (EXIM) credits. Overseas Private Investment

Corporation (OPIC) loan guarantees and political insurance,

and new feasibility studies through the Trade and

Development Agency.

The $2.5 billion assistance package for the NIS recently

passed by Congress will allow us to expand our trade and

investment activities in Russia, Ukraine and the rest of

Eurasia. More than one-half billion dollars of this package is

singularly focused on supporting U.S. trade and investment

through expanded export and investment programs and additional

Export-Import Bank and OPIC lending. Specifically, we expect

that $300 million of additional support for EXIM Bank to

leverage up to $2 billion in export financing over the next two

years. Another $40 million will permit OPIC to leverage up to

$1 billion of guarantees and $1.5 billion of insurance for

private sector projects over the next two years. The exact
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amount of financing will depend on the business climate and the

risk associated with individual transactions.

We also are implementing a Commodity Import Program (CIP)

which will finance the provision of U.S. equipment and related

services to the energy and environment sectors of the MIS.

And, additional funding will support investment missions and a

large expansion in Trade and Development Agency feasibility

studies to assist American businesses.

In addition to direct promotion of U.S. trade and

investment in Russia and the other NIS, the $2.5 billion

package includes technical assistance to help remove obstacles

to trade and investment, improve the general climate for

business in the NIS, and assist in developing the necessary

legal and commercial infrastructure of a market economy. For

example,

• The U.S. Government is assisting private sector development

through assistance on privatization policies, programs, and

transactions to move government-owned assets into the hands

of private owners, and helping to build the complementary

infrastructure to safeguard the commercial viability of

privatized enterprises, including the creation of laws and

regulations, a viable stock exchange, regulatory agencies,

and business support organizations.

• Likewise, we are working with U.S. agribusiness companies
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to improve the efficiency of systems which provide inputs

to agriculture and process and distribute agricultural

products.

• We plan to finance the establishment of additional

enterprise funds in the NIS to promote the private sector

in NIS by providing equity investments or loans and

technical assistance and training to small- and

medium-sized private businesses.

• Even our $190 million for troop withdrawal and housing will

involve in many cases contracts to U.S. construction and

housing firms. This will demonstrate the high quality of

U..S housing technology, holding out the potential to lead

to much larger contracts in the future.

Additional funding will be used to dramatically increase

the number of people-to-people exchanges in the business

field. There is no substitute for making training and

first-hand experience in America available to people who lived

their entire lives under a system that discouraged creative

initiative and independent thinking. It is our hope that the

thousands of students and budding entrepreneurs given the

chance to study and train in U.S. companies and universities

will take back more than just facts and know-how. We hope they

will return to their countries with a belief that successful

free markets can work.



28

-12-

In short, much of the $2.5 billion will have some benefits

for U.S. trade and investment with the MIS.

But, as Secretary Christopher said to business executives

last month, "We all know that we cannot afford to aid Russia

indefinitely. Expanded trade must take its place as soon as we

can possibly achieve that."

Establishing Stable Bilateral Commercial Frameworka

Since the break up of the Soviet Union we have been working

to establish a framework of agreements to promote and protect

U.S. businesses and "normalize" our trade and investment

relations with Russia, Ukraine and the other NIS. I have

attached a chart showing thC'^ progress of these negotiations as

an addendum to this testimony.

Highlights of our efforts include having signed "Trade

Agreements" with all but one of the NIS countries. These

agreements provide roost-favored-nation and non-discriminatory

treatment for U.S. exporters, protection of intellectual

property rights, transparency of commercial and economic laws,

and business facilitation measures.

We have also negotiated "Bilateral Investment Treaties"

(BIT) with Russia, Kazakhstan, Kyrgyzstan, and Armenia and we

are in various stages of negotiating BIT treaties with the

other NIS. BIT treaties provide U.S. investors with the best
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possible trade status, freedom to hire top managers of their

choice, regardless of nationality, the right to transfer freely

useable currency at a market rate of exchange, and access top

binding international arbitration.

And, we have signed a "Bilateral Tax Treaty" with Russia

and are negotiating similar tax treaties with a number of other

NIS to provide U.S. investors relief from double taxation of

income. Finally, the Overseas Private Investment Corporation

(OPIC) has agreements with all twelve HIS countries which

provide financing, insurance, and other services to investors

taking risks in the growing but still unpredictable NIS markets.

Advancing Cooperation Through High-Lcvel Gn''i»rTV^nt Action

Despite the substantial progress that has been made in

establishing bilateral commercial frameworks, after decades of

discouraging business from involvement in the Soviet Union,

Presidents Clinton and Yeltsin recognized at the Vancouver

Summit that both governments needed to provide special high

level impetus to breaking down bureaucratic barriers and

promoting trade and investment, particularly but not

exclusively in the sectors of space and high technology.

As a result, we have established a cabinet-level

commission, whose objective .^s to make the Russian-American

partnership announced at Vancouver a reality in the economic

sphere. Vice President Gore chairs the Commission on Energy
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and Space Cooperation for our side. Prime Minister

Chernomyrdin is his Russian co-chair. The Commission has

already established six committees in the areas of space,

environment, S&T, defense diversification, energy and business

development. These groups are already hard at work identifying

ways of removing obstacles to our economic and technical

cooperation in preparation for the Vice President's trip to

Moscow in December. The Commission will also be appointing a

special "ombudsman" to serve as a troubleshooter who can act to

move trade and investment deals forward and to work with a

Russian counterpart to overcome bureaucratic and other barriers

to expanded trade and investment.

Opening Markets

Access to global markets—for Russian and American

business— is also critical. For Russia, private trade and

investment, facilitated by technical assistance, will be the

engine that fuels its economic reform, recovery, and long-term

growth. For America, expanding markets allows us to be strong

and prosperous at home and actively engaged abroad. Therefore,

to the maximum extent possible consistent with American

interests, we believe that U.S. markets should be open to

competitive Russian products. And, Americans should be able to

export goods and invest in all sectors of Russia.

As I noted before, we have already made significant

progress. Trade has grown 110% and we have embarked upon
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unprecedented economic cooperation, including in high

technology areas such as space. In addition, last month we

also designated Russia a beneficiary of preferential tariff

treatment under the Generalized System of Preferences (GSP) .

This makes it eligible to export some 4,000 products duty-free

to the United States. Ukraine, Kazakhstan and Kyrgyzstan have

also applied for GSP status and their applications are

currently under review by the Administration.

But more must be done. Bilateral solutions alone are

insufficient. Russia and the other New Independent States must

know that the sacrifices they are making in transitioning to

democracy and market economies are supported—not hampered—by

the economic and trade policies of the West. We are encouraged

that this summer Russia begap the involved process of becoming

a member of GATT. This is an important development. To attain

GATT membership Russia must bring its trading practices into

conformity with GATT standards. We are offering Russia

technical support in the accession process and we stand ready

to assist others in the NIS interested in GATT membership once

they are ready to take on the responsibilities that GATT

membership entails. GATT rules will provide a framework for

Russia to use in establishing the necessary economic, legal,

and regulatory conditions required to be a reliable partner for

American business. We are committed to assisting that process.

Removing Other Barriers
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Despite concerted efforts to promote the economic reforms

that ultimately pave the way to expanded trade and investment

and our own efforts to foster bilateral economic cooperation

before the positive benefits: of reforms are realized, other

important barriers, especially in the high technology sectors,

remain. Together with our partners in the NIS, we are

undertaking a number of steps to address these barriers. I

would like to discuss briefly measures we are taking to adjust

trade and technology controls.

At the Vancouver Summit, President Clinton gave our

commitment to President Yeltsin that the U.S. would launch with

our Western partners a full-scale review of the future of

COCOM, in light of the strategic partnership being forged

between the U.S. and Russia in the post-Cold War world.

On April 23, 1993, the President announced publicly that he

had ordered such a review, noting the review would also

consider the broad question of the role of multilateral export

controls in the new context where Russia was no longer viewed

as an adversary but as a partner in combating the proliferation

of dangerous and sensitive technology.

The U.S. is actively engaged in talks with our COCOM allies

regarding a successor regime to COCOM. In addition to these

discussions, the U.S. is engaged in a series of bilateral

approaches to Eastern Europe and the FSU to help these

countries institute effective export controls, and thereby
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become eligible immediately for more liberal licensing

treatment under COCON — and for membership in a new regime.

We have actively discussed with the four nuclear

states—Kazakhstan, Belarus, Russia and Ukraine—the criteria

for export control assistance under the Safe and Secure

Dismantlement (SSD) funded by Nunn-Lugar legislation. We have

notified Congress that $2.3 million of 1993 funds have been

earmarked for each country.

To receive Nunn-Lugar funds, the country must sign the SSD

umbrella agreement and export control implementing agreement.

So far, Belarus has fully met the criteria and we have

developed an assistance program to establish a legal framework

for an export control system; set up a regulatory system; and

establish an administrative support structure, including

effective customs posts and procedures. We place a high

priority on establishing effective export controls in the

nuclear countries, and will continue our efforts with them to

establish export control and non-proliferation regimes.

This active engagement has reaped some success already:

Russia submitted a letter of commitment to develop an effective

export control system to COCON this fall, as did Kazakhstan.

Consequently, the U.S. sponsored a move within COCOM to grant

Russia and Kazakhstan more favorable licensing treatment, which

means COCOM will review cases with a presumption for approval

in a shorter time frame. This more favorable consideration.
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which applies to almost all the dual-use technologies

controlled by COCOM, became effective October 1.

Another significant development was the President's

announcement on September 29, 1993, to significantly change our

controls on computers and telecommunications equipment. We are

seeking rapid COCON approval and implementation of this

liberalization, but at the same time, we are not allowing, for

strategic concerns, complete decontrol of such exports at this

time.

As you are aware, Russia and the other NIS have long pushed

us to remove from the books those statutory provisions which

were applicable to the Soviet Union but now have become Cold

War relics. These provisions are a source of frustration and

sensitivity to new states seeking to establish market economies

and a democratic tradition and ultimately are an impediment to

expanded trade. Ideally, the President would like to announce

enactment of this legislation during his January summit with

President Yeltsin in Moscow. Such an announcement would have

both symbolic and political significance for the MIS.

Conclusion

Mr. Chairman, Members of the Committee, I hope that this

has given you a good sense of what we are attempting to do as

we build new partnerships with Russia, Ukraine and the other

states of Eurasia.
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As Secretary Christopher has often said, "Russia and the

other new independent states must, themselves, take the tough

steps necessary to restore stability and provide a secure

environment for foreign investors and exporters."

But we can — and we must — do all that we can to assist

that process. The Clinton Administration actively seeks your

views and guidance as together we face the challenge of

assisting one of the century's great transformations—the

transformation of Russia, Ukraine, and the other states of

Eurasia from communism to democracy and free markets. And,

equally important, the transformation of Cold War relations to

relationships built on mutual trust and benefit.

We know it's essential, as did our great postwar

predecessors when they embarked upon a great effort to help

re-build Europe in their day. With your help, and the support

of the American people, we will be equal to the current task.

Thank you.
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Mr. Spratt. Mr. Vargo.

STATEMENT OF FRANKLIN J. VARGO, ACTING ASSISTANT SEC-
RETARY FOR INTERNATIONAL ECONOMIC POLICY, DEPART-
MENT OF COMMERCE
Mr. Vargo. Thank you, Mr. Chairman.
I do have a somewhat lengthy prepared statement for the record,

and just a few notes I would like to present to you at this time.

Mr. Chairman, I am fundamentally an optimist on both the

short-term and the long-term opportunities for American compa-
nies in both trade and investment in Russia and the other coun-
tries of the former Soviet Union.

I certainly agree with Mr. Cox's observation that "carpe diem."

We have got to seize the day and move fast. We can't wait for ev-

erything to get in place. And I also agree with Mr. Green's observa-

tion that we are very competitive, and we do have a good market
there.

I am pleased to say that my optimism so far is borne out by the

facts of our trade. You have all seen the newspaper reports about
how Russian and NIS trade is collapsing

—and it is indeed collaps-

ing with Eastern Europe and with the less developed countries. It

is stagnating with the rest of the industrial countries, but with us
it is booming—really booming.
Our overall trade is not showing growth, basically because of a

sharp decline in our agricultural exports—which is involved in

some of Russia's financing difficulties.

But our manufactured exports, Mr. Chairman, have doubled in

the last 12 months to both Russia and the NIS. If this rate of

growth continues through the end of the year, we will come close

to about $2 billion of manufactured goods exports, that is about

40,000 American jobs worth of American exports. This is in oilfield

equipment, in capital goods, in automobiles, in aircraft parts, and
other sections. It is good growth, and it shows we have a market.

According to the data available to us so far this year, our share
of Russian and NIS manufactured goods imports from the West
rose from about 4 percent 2 years ago to 6 percent last year, and
perhaps up to 12 percent this year.
So American companies, with the assistance and support the

U.S. Grovernment is giving, are doing something.
Now, when it comes to investment, investment in Russia and the

NIS is still very small. We figure American company installed in-

vestment is about $400 million, but that puts American companies
as the leading investors in the NIS. We figure that overall, West-
ern investment in Russia so far is only about $1.5 billion.

Now, Mr. Chairman, you should compare this $400 million of

American investment in the huge, huge area of the NIS to the fact

that in Hungary, a much smaller economy, American companies so

far have put in over $2.5 billion of investment. The reasons are

very simple—the exact points that have been raised already about
the difficulties in the investment climate.
We have been working with the Russian, Ukrainian, and other

governments through the Department of Commerce and through
Vice President Gore's committee with Prime Minister

Chernomyrdin, the "Gore-Chernomyrdin Commission" and many
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other venues to seek an improvement in the cHmate. In working
with American industry, there is no question in our minds that
within the space of a year or so, we could be well on our way to

having 10 times the amount of American investment, particularly
in the energy area. This would be good for the Russians, be good
for the United States, and be very good for our exports of oil and
gas equipment.
A

very important development occurred in October when Presi-
dent Yeltsin signed a new decree. Presidential Decree 1466, which
is designed to promote investment into Russia. Decrees have been
coming fast and furious, and in themselves have not been anything
unusual—but this one is. This one is veiy important because it ad-
dresses what American industry has told us the Russians must do
to get American companies to go ahead and invest.

We are not waiting until everything is nice and neat, and until

we have a very familiar and comfortable business law and business

legal system. We can't wait, but one of the things that American
companies have wanted in the meantime is grandfathering us—
protecting companies against all these changes that are occurring
in Russian legislation from day to day.
That is what this decree does, and that is very interesting.
The second thing that American companies have wanted is pro-

tection from the competition of laws. You have a Federal Govern-
ment, the central government, the oblast, the regions, the cities,
and everybody is passing laws. This new decree says only the
central government can have laws that affect foreign investments.

Again, a decree is just words—but this is a very good beginning.
We are going to be having a meeting in Moscow of the joint United
States-Russia Business Development Committee. This is a commit-
tee cochaired by Commerce Secretary Brown and Deputy Prime
Minister Shokhin on the Russian side.

The new decree is going to be featured as one of the main topics
for our discussion. We are going to be elaborating on this decree.
We are going to let the passion side know what American compa-
nies would like this decree to mean and how to have it interpreted.
In this, we are working with the Russian/American Business Coun-
cil. We have already worked out with NAM, the National Associa-
tion of Manufacturers, a meeting with American industry to dis-

cuss what we would like the decree to mean. "You do this and
American investment is going to come forward," is what we want
to say.

Now, the second reason I am optimistic on this is because one
of our biggest problems has been the Russian parliament. This
dates back to the Communist days. We had this bunch of Com-
munists sitting around, saying "We don't really want foreign in-

vestment. Why should we have it?" This is one of the reasons why
the United States/Russian Bilateral Investment Treaty, which was
signed last June—June 1992—I think, and ratified by the U.S.

Senate, has been languishing in the Russian parliament.
They couldn't make up their minds—do they or do they not want

foreign investment? I am optimistic that the new freely elected par-
liament will represent the will of the Russian people and that the

people want reforms, they want foreign investment, like Ameri-
cans, and like American industry. So I am optimistic that we will
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begin to see new legislation in the Russian parliament early on

ratifying our bilateral investment treaty—at least I hope.
I am also optimistic that we are going to be seeing a range of

laws that will support and encourage foreign investment.

Now, our trade growth, Mr. Chairman, has not been iust one

way. I have heard a lot of complaints—and you will probably hear

some later on this afternoon—that the U.S. antidumping legislation

is preventing growth in Russian exports to the United States. But
this is not the case. It is certainly true that the Russians have

problems with it. They don't understand it, they don't know how
to work with it. They get complex forms and say, "What do I do
with this?" They don t respond, and that puts them in a very bad

position.
We are mounting a serious educational campaign on our laws,

with the active cooperation of the Russian Government. But I

would like to point out, Mr. Chairman, that our imports from Rus-
sia and from the NIS have doubled in the last year, and that Rus-
sia's exports to the rest of the industrial countries have grown only
about 5 percent.

And, in fact, it looks to us like American imports from the NIS
will account this year for about half of Russia's total export growth
to the industrial countries. So the barriers that are facing Russian

exports are not so much in the United States. They are in Europe
and Japan and other places.

I think this bears out, Mr. Chairman, that American companies
are working hard in Russia and the other NIS countries, and that

there is a strong interest in American technology. There is a real-

ization that American companies go in for the long haul, and it is

important that they be there with an investment base as well as

a sales base.

We have been contributing to this with a range of programs,
many of which are funded through AID and with the cooperation
of our good friends in the State Department, to set up American
business centers all over Russia and the other NIS countries that

will be a home away from home for American companies—giving
them temporary office space, telecommunications facilities, bilin-

gual secretarial services, arranging meetings, getting them outside

of Moscow to where the decisions are being made and where the

money is.

We have set up an information clearinghouse that now reaches

10,000 American companies and takes over 1,200 calls a week. We
have set up an intern program to bring managers and engineers to

the United States to see how a free market economy works—^but

also to go back home with a strong healthy pro-American bias for

American standards, American technology, American companies,
and it is working. It is working well.

We are setting up consortia of smaller American companies be-

cause we recognize that while setting up an individual office and

being there for the long haul is something a Fortune 500 company
can do, many of the smaller companies cannot. So we have set up
a consortia program to help groups of smaller companies get to-

gether and establish offices.

We are doing a lot of things to support American companies and
to increase their exports, and we look forward to doing more. We
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can always do better, but we are doing some good things and our

trade is doing quite well.

Over the longer term, the former NIS and the United States are

the only real ocean-to-ocean economies. We have the same kind of

production, logistical, communication, and other problems that the

Russians and the NIS are now facing—but American companies
have solved them. American companies know how to produce in a

foreign ocean-to-ocean economy and face a very good future.

There are a lot of problems—absolutely one of the poorest invest-

ment climates in the world right now, no question, but American

companies cannot sit back and wait. I was talking with the chair-

man of ABB, Asea Brown Boveri, a Swedish-Swiss company. They
have over 7,000 employees in Russia right now and they are look-

ing forward to doubling that within a year or two.

We have to work with American companies. We have to work
with the Russian Grovemment to make grandfathering work and to

move them as quickly as we can in the direction of a better climate,
with good legislation.
One of the questions, Mr. Chairman, that you posed in your let-

ter of invitation is what can Congress do? Congress has done a lot

already. The Friendship Act that you mentioned certainly would

help if it were to pass as soon as possible. But in addition to laws,
it would be very useful with the new Russian parliament for the

U.S. Congress to work with them and help them understand how
they go about setting up a set of laws that are friendly, not just
to foreign investment, but to domestic investment as well.

Thank you, Mr. Chairman.
Mr. Spratt. Thank you, Mr. Vargo.
[The prepared statement of Mr. Vargo follows:]
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STATEMENT OF
FRANKLIN J. VARGO

ACTING ASSISTANT SECRETARY FOR INTERNATIONAL ECONOMIC POLICY
U.S. DEPARTMENT OF COMMERCE

BEFORE THE HOUSE SUBCOMMITTEE ON
COMMERCE, CONSUMER, AND MONETARY AFFAIRS

NOVEMBER 5, 1993

Mr. Chairman:

I eun pleased to testify today on U.S. trade and investment with
Russia and New Independent States (NIS) of the former Soviet
Union. As you requested, I will discuss the status of trade and
investment as well as the potential for—and impediments to—
further expansion of such trade and investment. I will also
report on the Commerce Department's innovative progreuns for
helping American firms do business in these markets and assisting
economic restructuring in the New Independent States.

Expansion of U.S. trade and investment with the NIS supports
American jobs and profits and contributes to our international
competitiveness. Exports of U.S. manufactured goods to the NIS
are doiabling this year, despite the general stagnation in NIS
trade with the rest of the world.

In the medivim and long term, the economic stakes for the United
States are enormous. Russia and the other NIS have vast mineral
wealth, a huge and well educated population, and among the
world's most extensive investments in science and technology.
There is no doubt that with successful economic and political
reforms, Russia—with some of the other New Independent States—
will be one of the fastest growth markets of the 21st century.

The political stakes are high in helping Russia and the other NIS
become stable and prosperous market democracies. The
implications for world peace are obvious. Significant expansion
in bilateral trade and investment is among the best ways to
assist these countries in making the transition to market
democracy. Not only in impact on civilian production and living
standards, but also in sheer number of dollars, trade and
investment can potentially contribute far more to the
restructuring of these economies than generous amounts of
bilateral assistance.

U.S. efforts to assist the NIS transition to market economies and
to develop trade and investment complement one another. An
active U.S. program is particularly important at this juncture.
The twelve New Independent States of the former Soviet Union are
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opening wide to trade and foreign investment for the first time
since communism was imposed more than seventy years ago. This
unprecedented opening will not last forever, and this is why the
Commerce Department and other agencies have developed a number of
innovative programs, such as the network of six U.S. and Foreign
Commercial Service (US&FCS) offices already in operation in the
NIS and the 12 American Business Centers (ABCs) which will open
over the next year and a half.

Failure of the United States to advance its interests in the NIS
markets would concede important export opportunities to others.
Germany, France, Italy and other European countries along with
Japan traditionally dominate manufactured goods trade with the
former Soviet Union, providing ambitious credit and trade
promotion prograims to support aggressive approaches by their
firms. Their dedication to these markets shows no sign of
slackening, as indicated by the support for their firms'
commercial projects highlighted during the recent visits of
former Prime Minister Thatcher to Azerbaijan and President
Mitterand to Kazakhstan.

STATUS AND POTENTIAL FOR TRADE AND INVESTMENT

The New Independent States of the former Soviet Union are a
growth market for U.S. industry. Total U.S. exports to the NIS
reached $3.6 billion in 1992. Manufactured exports totalled $1.2
billion in 1992 and reached an annual rate of $1.9 billion in the
first eight months of 1993 — a 92 percent increase over the
first eight months of 1992. U.S. imports from the NIS totalled
$800 million in 1992 and reached an annual rate of $1.7 billion
in the first eight months of 1993.

Russia represents the largest single market in the NIS and shows
the most dramatic growth. Total U.S. exports to Russia reached
about $2.9 billion in 1992. American manufactured goods exports
to Russia are soaring, and have more than doubled in the last 12
months. These exports of manufactured goods are running at an
annual rate of more than one and a half billion dollars — and
are generating more than 30,000 U.S. jobs. In fact, in 1993
Russia is the tenth fastest-growing market for American
manufactured goods, measured by dollar growth.

Our bilateral growth is taking place despite the fact that NIS
trade with the rest of the world is declining. Currently, the
NIS countries buy only about $30-35 billion from the West.
However, as these markets shed the mantle of government foreign
trade monopoly and welcome foreign companies, American firms have
the opportunity to build market share and enter new segments of
the market. Our market share of industrial country manufactures
exports to the NIS last year was only edaout 6% — which was about
half again as large as only two years ago. Based on our booming
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export growth this year, we estimate our share to have risen to

perhaps 12 percent in 1993.

Not only are manufactures exports increasing rapidly, but the

product mix is changing, as well — producing new opportunities
for U.S. exporters. Some of the fastest growing commodity
sectors include motorcars, data processing equipment,
prefabricated buildings, agricultural machinery, and footwear.

Russian and other NIS firms and customers admire American
technology and know-how, and want to do business with U.S.

companies. And Americans want to buy from Russia and other NIS
countries as well. These countries have many resources -

natural, human, and technological — which can make them
excellent business partners. Russia, for exeunple, is the world's
largest producer of gas, the second largest producer of oil, and
the third largest producer of coal. The challenge of retooling
these and other industries presents Russia and foreign business
partners with major opportunities. This is true in many other
NIS, including Kazakhstan, which is a major producer of oil and
gas as well as coal and strategic metals and has already
attracted significant foreign business interest, and Ukraine,
where more than 100 American companies have opened offices.

These countries also have many needs which American business is

preeminently suited to fill, such as food production and
distribution for a continental economy or oil and gas equipment,
to name only two. If the NIS countries succeed in the transition
to a market economy, this region could well become the fastest
growing market of the twenty-first century.

BUSINESS INTEREST

American companies are demonstrating significant interest in the
NIS markets. The demand for Commerce Department services, both
here in Washington and at our NIS posts is large and growing
rapidly.

As U.S. companies explore business opportunities in the NIS, the
number of American company offices in Moscow has increased from
about 40 in the late 1980s to more than 400 today. For the first
time, American companies are estedslishing a presence in other
regions of Russia, as in St. Petersburg where approximately 75
American companies already have located. In the Ukraine, an
AmCheun has developed based on the growing number of companies
established there, and in Almaty, Kazakhstan, nearly 300 U.S.
businesses have visited the American Embassy in the past year. A
U.S. -Russia Business Council has formed and business councils
with Ukraine and Kazakhstan are being organized.
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While there are no reliable statistics, we believe U.S. companies
are the largest investors in Russia, with perhaps $400 million
invested so far. Projects under negotiation in Russia and
elsewhere could add many times that sum if the obstacles to
concluding business were overcome. There is interest in other
parts of the NIS as well. The Ukrainian Ministry of Foreign
Economic Relations estimates U.S. companies to be the largest
investors there.

This growing U.S. company presence in the NIS provides vital
critical mass for building bilateral trade and investment as
these countries develop market economies. The Department of
Commerce should, and is, doing more to meet the needs of these
companies and to expand the U.S. commercial presence even more,
and I will discuss these programs later.

IMPEDIMENTS

Although bilateral trade is increasing rapidly and the United
States leads in Western dollar investment in Russia and the NIS,
the amounts are still very small compared to potential. The
reason is simple: Russia and the NIS have not yet estedslished
the legal and other aspects necessary for a hospitable commercial
climate. The fact is, while these countries have made remarkable
progress toward democracy and market economies, the transition
process has just begun.

NIS Business Infrastructure and Environment

U.S. and other Western companies continue to encounter major
obstacles to both trade and investment: legal systems in flux;
ownership and jurisdictional disputes; currency inconvertibility
and financial illiquidity; lack of commercial, market, and legal
information; cost and difficulty of doing business; severe
infrastructure problems; and frequent changes in government and
enterprise personnel. Since in many NIS countries most
enterprises are still in government hands, there are relatively
few suitable partners for U.S. investors.

Fees, import licenses, export licenses, and other government
regulations are subject to frequent change — often without
notice. Taxes are continually in flux and are often applied not
just to profits, but also to revenue, making business operations
uneconomic. A business legal system is lacking. Contract law,
commercial codes, and legal enforcement of private business
agreements is almost non-existent.
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Financing

One of the most significant problems that American companies face
is the lack of hard currency in Russia and the other countries of
the former Soviet Union. Currencies are not widely convertible,
and exchange rates are such that relatively few citizens of these
countries can afford to buy Western goods.

Financing will be a crucial determinant of the growth of trade
and investment with NIS countries and, because of the significant
level of political and commercial risk, this is an issue in which
the U.S. Government and international financial institutions will
have to play an important role. Russia is saddled with
considerable debt held previously by the Soviet Union and,
relative to the size of the country, a low level of foreign trade
and investment. More than fifty American companies are owed
money for goods delivered to organizations in the former Soviet
Onion under valid contracts.

Having started from scratch two years ago, the remaining NIS also
have not yet developed effective banking systems for domestic or
foreign relations or established a foreign payments track record.
All of them suffer from a shortage of hard currency. Thus,
foreign companies will do business in many cases only on the
basis of advance payment in cash or commodities, creating a
serious constraint to rapid expansion of business. U.S.
companies are, therefore, seeking support in the form of credits,
guarantees or insurance from U.S. government-backed banks or
international financial institutions. Many major projects which
are crucial to NIS countries' efforts to build hard currency
earnings will be contingent on availability of government-backed
finemcing programs and, in turn, on the perceived
creditworthiness of the NIS. Fortunately, important financing
steps appear about to be taken in the hydrocarbon and other hard
currency-earning sectors.

Bilateral Agreements

On a bilateral level, the basic legal framework which the United
States seeks to conclude in order to guarantee certain investment
and trade protections for American companies in the difficult and
transitional markets of Russia and the NIS includes a trade
agreement, bilateral investment treaty, and double taxation
treaty .

Bilateral trade agreements extending reciprocal Most Favored
Nation (MFN) trading status are in force with Russia and all of
the New Independent States except Azerbaijan, Tajikistan, and
Uzbekistan. Agreements with both Azerbaijan and Tajikistan await
only ratification by their parliaments; an agreement with
Uzbekistan is ready for signature.
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A bilateral investment treaty (BIT) which will provide national
treatment guarantees has been signed and awaits ratification by
the Russian Parliament. We hope this will be among the first
orders of business for the newly-elected Russian legislature.
Investment treaties await ratification in Armenia, Kyrgyzstan,
and Moldova, as well. A BIT with Kazalchstan is already in place.

In addition, a bilateral treaty for the prevention of double
taxation awaits U.S. ratification. Early ratification of this
treaty would strengthen the legal foundation for American firms
interested in the Russian market. Tax treaties with Kazakhstan,
Kyrgyzstan, and Ukraine are in progress.

On August 10, 1993, the U.S. Congress amended the Generalized
System of Preferences (GSP) statute to grant eligibility to the
NIS for GSP benefits. On October 18, 1993, Russia received
beneficiary status. Kyrgyzstan and Ukraine have requested GSP
status and are now participating in eligibility reviews. In
1992, Russia exported to the United States

Market Access

The potential for trade frictions may increase as Russia and the
other NIS continue their transition toward market economies and
producers come under political and economic pressure to increase
hard currency earnings, especially through the sale of natural
resources. In some cases, rapidly changing trade patterns have
led to new antidumping cases against Russian/NIS imports to the
United States; in other instances, they have inherited cases from
the Soviet Union. As a result, those countries tend to perceive
U.S. antidumping law as a barrier to our market. On the NIS
side, fluctuating tariffs, lack of reciprocity in product
standards certification requirements, and other regulations
hinder the access of U.S. companies to those markets.

U.S. antidumping law is not a market access issue. Rather, the
Commerce Department objectively administers the antidumping law
in response to unfair trade practices, in accordance with U.S.
trade remedy laws and regulations which fulfill our international
obligations. Consistent with the GATT antidumping code, the law
is applied only in instances where the internationally agreed
upon indicators of unfair trade are satisfied.

Currently, antidumping orders are in effect on Russian exports of
titanium sponge, solid urea and ferrosilicon. In addition, under
the U.S. antidumping law, the Department is currently in
consultation with the Russian Government to address their
concerns with the existing suspension agreement on Russian
exports of uranium to the United States. These cases represent
less than 1 percent of U.S. antidumping cases.
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Antidumping suspension agreements covering uranium also were
concluded with Kazakhstan, Kyrgyzstan, Uzbekistan, Ukraine and
Tajikistan. Subsequently Ukraine and Tajikistan withdrew from
their agreements. Dumping investigations on uranium from Ukraine
and Tajikistan were renewed and concluded this summer; ITC

subsequently found affirmatively for imports of uranium except
highly enriched uranium (HEU) from Ukraine and negatively for all
uranium imports from Tajikistan.

On June 29, 1992, following dissolution of the USSR into 15

independent republics, the Department transferred an antidumping
order on urea to each of the NIS, including Russia. The
petitioner has recently expressed a strong interest in the
maintenance of the orders on all of the former Soviet republics.
Antidumping orders are in effect on exports of titanium sponge
from the 12 former republics of the FSU, as well as the Baltic
states. Recently, the U.S. industry requested a review of the
antidumping order on titanium sponge from Russia, Kazakhstan, and
Ukraine.

Not all trade frictions result in antidumping cases. In response
to increased Russian and Ukrainian exports of potash, U.S.

producers have filed a 406(d) market disruption petition.
Agencies are currently reviewing the petition and public comments
received.

Rapid increases in Russian exports of aluminum prompted the EC to
impose a unilateral quota on imports. The disruptive effect on
the world aluminum market of both the increased exports from
Russia and the EC action has triggered multilateral
consultations .

The Department of Commerce recently initiated an informal
dialogue with the Russian Ministry for Foreign Economic Relations
on U.S. trade laws and, in particular, the antidumping law. The
Russian side is anxious to prevent possible future trade
conflicts through a better understanding of our trade remedy
laws.

Export Controls

In September, President Clinton unveiled the first report of the
interagency Trade Promotion Coordinating Committee (TPCC) . The
Tpcc's recommendations to Congress seek to assist U.S. business—
especially small- and medium-size firms—compete more effectively
abroad, supporting an increase in U.S. export-related jobs.

One of the TPCC's major proposals includes significant
liberalization of export controls on U.S. high technology
exports. These changes will streamline the export licensing
process and allow us to boost U.S. exports by billions of
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8

dollars, creating thousands of new American jobs without costing
the taxpayer a penny.

These changes have been partially implemented, but full decontrol
for Russia and the NIS depends on agreement with our COCOM
allies. Prompt acceptance of the U.S. proposal by COCOM will
trigger broad decontrols of both computers and telecommunications
equipment. At the same time, the Administration is working with
Russia and the NIS to improve their export control systems so
that goods exported from the United States are not diverted to

proscribed markets and end-users.

COMMERCE DEPARTMENT PROGRAMS TO DEVELOP NIS MARKETS

The goal of the Commerce Department is to help U.S. companies
attain a commanding position as the NIS markets expand. We are
employing a variety of approaches, ranging from bilateral efforts
to eliminate obstacles to high level business training exchanges,
and from traditional trade promotion missions to one-stop
information service and home-away-from-home American Business
Centers. In several of these efforts, such as SABIT and CABNIS,
the private sector participates as an equal partner. The
following describes our key programs.

The Intergovernmental U.S. -Russia Business Development Committee

The U.S. -Russia Business Development Committee (BDC) , established
during the June 1992 U.S. -Russia Summit and co-chaired by
Secretary Brown, is the principal means of bilateral consultation
for removing obstacles to commerce and building a framework for
bilateral business. Secretary Brown also serves as vice-chairman
of Vice President Gore's Joint Commission on Technological
Cooperation (JCTC) with the Russian Prime Minister—the Gore-
Chernomyrdin Commission—and is responsible for trade and
investment issues in our bilateral dialogue.

Co-chaired on the U.S. side by the Secretary of Commerce, the BDC
includes the Departments of State, Treasury, Energy, and
Agriculture, as well as the National Security Council, the U.S.
Trade Representative, the Export-Import Bank, Overseas Private
Investment Corporation and the Trade and Development Agency. The
Russian side is co-chaired by the Deputy Prime Minister with
oversight responsibility for the Ministry of Foreign Economic
Relations.

The BDC's working groups include a group focused on eliminating
impediments to individual business projects, one on standards,
svibgroups organized by Trade Development in seven key industry
sectors, such as aerospace, food processing and oil and gas
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equipment, for matchmaking between U.S. companies and Russian
enterprises, and the Defense Conversion Subcommittee.
We have used the BDC to press for payment of arrears owed
American companies. Since 1990, when U.S. companies began
reporting payment delays by the Soviet Union, the Department of
Commerce and other U.S. Government agencies have interceded on
behalf of more than 70 companies collectively owed more than $350
million. So far, 13 companies have received full payment
totaling $78 million, and an additional 15 companies have
received partial payment totaling $70. At least 57 companies are
still owed over $210 million. Full settlement of these arrears
continues to be our priority.

BDC Defense Conversion Subcommittee

The success of Russia's efforts to develop a market economy
depends on the conversion of its industry from a defense to a
commercial orientation. The Administration has made cooperation
in defense diversification a high priority in our bilateral
relations.

To facilitate cooperation, the Gore-Chernomyrdin Commission has
established a Defense Diversification Commission (DDC) , chaired
by the Deputy Secretary of Defense. The Commerce Department's
Undersecretary of the Bureau of Export Administration (BXA)
serves as vice-chair of the Commission.

In addition, a key part of the BDC is the Defense Conversion
Subcommittee (DCS) which provides a bilateral forum to facilitate
company-to-company contacts in the defense conversion area. The
Subcommittee is managed by BXA and works closely with the DOD-led
Commission to further our defense diversification initiatives in
Russia. For example, through the Subcommittee, Commerce has
published the Russian Defense Business Directory to provide small
and medium-sized U.S. firms with information on defense
enterprises in Russia. Materials on defense conversion are
routinely made available to U.S. industry through our BISNIS
center (10,000-firm outreach) and the Department's Economic
Bulletin Board, utilized by over 3,000 firms.

BDC Oil and Gas Working Group

Helping to develop new business in perhaps the most promising
sector for U.S. -Russian commercial cooperation, the Oil and Gas
Equipment and Services Subgroup of the BDC conducts business
matchmaking and informational activities for U.S. companies and
also considers obstacles to expanded trade and investment and
possible solutions. In May, the group put together a visit and
conference in Houston by 40 Russian oil and gas officials and set
up several hundred individual meetings for them with U.S. oil and
gas producers and suppliers of equipment and services.
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BDC Aerospace Working Group

The former Soviet Union was a recognized leader in the aerospace
industry and boasted the world ' s largest space industry—the bulk
of it located in Russia. The opening of this market may be one
of the most important developments in this sector in decades as
U.S. aerospace firms review Russian progress in the areas of
advanced technology, research and science and begin to establish
export sales and joint ventures. In the last year, the Aerospace
Subgroup has already sponsored several trade events, such as
trade missions, and conferences, and plans to host a delegation
of 20 Russian aerospace officials to the United States next year.
The Office of Aerospace has also published the Russian Aerospace
Directory and the Ukrainian Aerospace Directory which provide
information on over 250 aerospace-related enterprises,
institutions, and organizations. In the first eight months of
this year, U.S. exports of aerospace products totaled $18
million, up from $11 million reported for the same period in
1992.

Business Information Service for the New Independent States
(BISNIS)

In response to the increased demand from the U.S. business
community for information on the former Soviet Union, the
Department of Commerce established in June 1992 the Business
Information Service for the New Independent States (BISNIS) .

BISNIS is a one-stop shop providing industry with economic and
market information on the NIS and on all U.S. Government programs
in the NIS.

Additionally, BISNIS prepares three regular publications: BISNIS
Bulletin reporting on current market developments, BISNIS Search
for Partners identifying trade and partnership contacts in the
NIS, and BISNIS Commercial Opportunities which publicizes
commercial leads there. A new automated information program, the
FLASHFAX BISNIS Bank, which disseminates fast-breaking trade
leads and current market information through a caller's fax

machine, has been an increasingly popular service provided by the
office.

To develop even more trade leads and commercial information from
all of the twelve independent states, BISNIS is now setting up an
Overseas Network of local commercial specialists in the NIS to
identify additional trade contacts and opportunities.

US&FCS Expansion

The U.S.& Foreign Commercial Service (US&FCS) is the Department's
overseas marketing network with staff based in 70 countries.
This global network assists U.S. exporters of manufactured goods
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and services develop markets for their products by providing
market research support, business facilitation services,
individualized counselling, trade promotion events showcasing
U.S. products, and trade policy advocacy.

In order to increase significantly US&FCS trade promotion, market
development, and U.S. company advocacy services in the NIS,
US&FCS implemented in FY93 a $4.5 million expansion of its
network in Russia and the NIS. Under the expansion program,
US&FCS increased existing posts in Moscow, Kiev, and St.

Petersburg, and opened new posts in Vladivostok, Kheibarovsk,
Almaty, and Tashkent. These posts (excluding Moscow) will be co-
located with American Business Centers.

By the end of the year. Commerce will have increased its staffing
in Russia and the NIS from 16 to 56, including 7 new American
officers.

American Business Centers (ABCs)

To promote the rapid expansion of U.S. trade and investment with
the NIS, with special emphasis on small and medium-sized U.S.
firms, US&FCS is establishing American Business Centers (ABCs)
throughout the NIS to offer critical business services to U.S.
business visitors. Section III of the Freedom Support Act
authorizes up to $12 million for the Department of Commerce
through AID to establish the Centers. Commerce is receiving
guidance from the U.S. private sector on all aspects of the ABC
program .

Commerce will establish ABCs co-located with US&FCS posts in St.

Petersburg, Vladivostok, Kiev, Almaty, and Tashkent. Wherever
feasible, ABCs will be co-located with USIS, Peace Corps, and a

Department of Energy sponsored oil and gas center. NIS cities
under consideration for ABCs to be operated by private sector
grantees include Ty\imen, Nizhny Novgorod, Yekaterinburg,
Novosibirsk, Volgograd, Kazan and Minsk.

ABCs will provide visiting U.S. company representatives with
comprehensive business services (e.g., telephone and fax,
temporary office space, and assistance making business contacts)
and will give U.S. business an unprecedented edge over foreign
competition in the NIS market.

Consortia of American Businesses in the NIS fCABNIS)

The CABNIS program provides grant funding to help defray the
costs of opening and operating U.S. business consortia offices in
Russia and the NIS. The consortia are non-profit organizations
which promote U.S. goods and services. Members are for-profit
U.S. firms interested in the Russian and NIS markets.
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A total of 9 matching grants of up to $500,000 each have been
awarded to establish offices which will attract additional
American companies to the NIS and provide support services. The
CABNIS program is an excellent example of how U.S. industry and
government are working together to fulfill the Administration's
objective of stimulating increased U.S. trade and investment in
Russia and the NIS.

Special American Business Internship Training (SABIT)

SABIT provides hands-on business training in U.S. firms to
managers and scientists from the NIS. Under SABIT, the Commerce
Department provides grants to American companies to defray the
costs of hosting an executive intern for three-to-six months of
business training. The interns return to the NIS with practical
knowledge and new ideas on production, marketing, accounting,
quality control, and management systems that will help their
enterprises succeed in a market-oriented economy.

Because SABIT matches U.S. firms with NIS managers who are
potential business partners in the same or similar sectors, the
U.S. host firms gain allies in the NIS who will assist them to do
business there.

SABIT is extremely cost-effective. It has received $4 million in
multiyear funding from the U.S. Agency for International
Development which will allow for training of 500-600 interns.
Commerce makes awards on a competitive basis to U.S. firms to pay
for round trip airfare and a monthly per diem. Host firms pay
the remainder of the costs of the internship, including housing
and insurance.

Trade Promotion

During the eighteen months from the Washington Summit in Jvuie
1992 through the end of 1993, the Department of Commerce will
have organized or certified more than 20 trade promotion events
with NIS countries, including trade missions, exhibits and
reverse missions. For the first time, Russia and the NIS have
participated in Foreign Buyers' Programs, attending trade fairs
in the United States. Sectors featured in these events have
included food processing and packaging, telecommunications,
aerospace, oil refining and petrochemicals, and healthcare.

USG-Health Industry Partnership Program fUHIPP)

Promotion of trade and investment in medical equipment and
supplies, pharmaceuticals, and healthcare receives special focus
under an agreement between USAID and the International Trade
Administration. The USG-Health Industry Partnership Progreun
(UHIPP) sponsors various trade promotion activities in this
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sector. A business development mission to Moscow and the
Tatarstan Region of Russia in October 1992 included

representatives of 22 U.S. medical equipment, health services,
and pharmaceutical firms. A mission of 14 firms visited Ukraine
in June 1993, Planning is under way for a summer 1994 mission to
Russia's Urals region; and a reverse trade mission in

biotechnology is also being considered.

Domestic events have included a health care trade and investment
seminar at the Department of Commerce at which several USG

agencies provided overviews of their NIS activities to over 30

private sector representatives; a seminar in Charleston, South
Carolina on the NIS market for refurbished and remanufactured
U.S. medical equipment, with participation by over 80 U.S. firms
and a Russian health official; and a business roundtable in San
Diego, attended by over 80 U.S. firms that produce medical and
dental equipment and pharmaceutical and laboratory products, as
well as providers of health services, and six senior Russian
health officials. UHIPP funds have been authorized to help
Commerce assemble delegations of NIS buyers to attend trade
exhibits in the U.S. under Commerce's Foreign Buyer Program.

To facilitate health sector trade, the BDC's Medical Equipment,
Products and Healthcare Service Subgroup is working with USFDA to
finalize an agreement to ease Russian regulatory barriers to
entry of FDA-approved U.S. drugs and medical devices.

Preliminary trade data indicate that U.S. exports of medical
equipment to the NIS in 1993 are up 75 percent from 1992.

CONCLUSION

Significant expansion in bilateral trade and investment will
facilitate the transition to market democracies in Russia and the
NIS and generate jobs and business opportunities for American
firms at the same time. While the obstacles to increased
commercial cooperation in the NIS markets are great, the
potential for business development is even greater. Our
manufactures exports to Russia and the NIS are already
increasingly dramatically, generating tens of thousands of
American jobs. We believe that the programs of the Department of
Commerce described above will help to overcome many of the
obstacles and contribute to building the foundation for a solid,
mutually beneficial and expanding commercial relationship between
American companies and the countries of the former Soviet Union.

Thank you.
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Mr. Spratt. Let me ask a few questions and then turn it over
to Mr. Cox.
About the time of Vancouver, Mr. Yeltsin said on several occa-

sions there were 300 U.S. laws which impeded, inhibited, or prohib-
ited trade with Russia. Do we have a list of those 300 laws? Is the
volume of law in this country that is a barrier to trade with Russia

really that substantial, and if so, have we catalogued it and what
are we doing about the repeal or modification of those laws?
Mr. Vargo. I will start off with that. Many of these laws are in-

deed in the Friendship Act that would remove a lot of references
to Communist countries.

Mr. Spratt. Do we have a catalog of 300, literally 300, something
of that magnitude?
Mr. Vargo. I don't know if there are 300. There are over 70 in

that one. I have not seen a list of 300. I would just like to add
though, what they talk about most as impeding our trade are the

antidumping laws, and we have been working with them to recog-
nize that it is not the laws themselves that are a market access
barrier.

The laws are designed to see that goods come in at a fair market
price and that there are ways that tney can meet that and indeed

expand their business with us.

Mr. Spratt. Would you take just a minute to elaborate on that?
Do we require with the importation of goods into our country some
price and cost status certification that affirmatively shows that
these goods are priced at market prices?
Mr. Vargo. No, Mr. Chairman, we do not, but if an American

company brings a case to the Department of Commerce alleging
that goods are being exported to the United States at less than fair

market value, then we begin an investigation.
Mr. Spratt. Has this happened in the case of Russian exports to

this country?
Mr. Vargo. It has happened in the case of uranium, and we have

a few cases that date fi-om the time when it was the Soviet Union,
but this covers a very small percentage of their exports to us and
indeed, as I have noted, their exports to us have doubled when they
have been stagnant to the rest of the world.

Mr. Spratt. Now, in the case of uranium, we are negotiating
with them for the purchase of their highly enriched uranium.
Mr. Vargo. Yes, sir, Mr. Chairman, that is correct. We have a

somewhat complex agreement that we can get into in detail if you
like, but the agreement was entered into in October 1992 as a sus-

pension agreement, where the Russians agreed we would suspend
the case and they would agree to a set of terms, which included a
rise for natural uranium.
The ag^reement also stipulated that at each anniversary date, the

agreement would be revisited to see if it needed reinterpretation or

any sort of modification, and those discussions are going on with
the Russian Government now.
We have had two rounds of discussions with them, and I am opti-

mistic that we will have an outcome that is positive, both in terms
of continuing to give them—the American industry the trade rights
which it deserves and must have, and also to have a situation that
the Russians will find satisfactory.



56

Mr. Spratt. Mr. Speckhard, Mr. Lipton.
Mr. Speckhard. I thought his response characterized it fairly

fully. We have not catalogued 300, but we have tried to catalog all

of those that we know of that we think are linked to the Soviet

post-cold war era.

Mr. Spratt. Could you submit for our record your list of laws
that are deemed an impediment to trade with CIS and Russia?
Mr. Speckhard. Yes, we could—^be happy to do that for you.
[The information follows:]

The key provisions are Title IV of The Trade Act, which contains most notably
the Jackson-Vanik amendment, and the provisions of The Tariff Act of 1930 which
deal with treatment of "non-market economy" countries under the antidumping
laws. Other important trade issues relate to the COCOM regime, as opposed to pro-
visions in U.S. domestic law.

Mr. Spratt. OK. When I was in Russia in April with the Gep-
hardt codel, and Mr. Cox referred to this problem also, we had
meetings with American businesses there from Dresser Industries
to Coca-Cola to McDonald's, to Citicorp, in Moscow and in St. Pe-

tersburg, and they all told us that to some extent they were in a
nether world.

They were skating on thin ice because there was no commercial

law, no commercial banking as we know it, no asset base lending,
and it was difficult to do deals because no one knew the status of
or enforceability of contracts we entered into.

They simply had to go on some kind of leap of faith that if a

problem arose, there would be some kind of redress to deal with
the problem at that time without any real assurance that they
would be there.

In fact, most of them I think were just there with risk capital
investments, to be there in the opening stages to hope it would
blossom into something, but is it your expectation, the State De-

partment, Treasury Department in particular, that once a new par-
liament is elected, it will be more inclined to adopt a commercial
code, a uniform commercial code for Russia, more inclined to create
a commercial banking system where checks can be cleared in the
same system, same sort of system we have?
What are our expectations for this kind of progress if we get a

parliamentary change in December?
Mr. Speckhard. Mr. Chairman, I think our expectation is that

there will be a significant improvement. The parliament that was
recently disbanded was made up of members that were elected
under the Soviet Union, and most of those members were very in-

terested in the old system of a centralized planned economy.
What we see in the polls of individuals inside of Russia is that

they are very discouraged and upset by the lack and ability of their

f
government to take action and the past fighting between the par-
iament and the executive branch. Hopefully, we will see with this
new parliament a much more cooperative approach toward the
Yeltsin executive branch, and we would expect that the new par-
liament would move more quickly on many of these important laws
that you talked about.
Mr. Spratt. Is there a draft proposal generated by the govern-

ment or by some of these cooperative ventures that we have sent
over to help them create these laws? Do we have a real property
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code drafted and ready to be adopted if the parliament wants to

take it up?
Do we have a uniform commercial code that the Russian par-

liament might take up as soon as it convenes? Are we at that state

or are we still in a incoherent state of trying to develop these laws?
Mr. Speckhard. It depends on different pieces of it, but in fact

we have helped provide technical assistance to the government to

prepare commercial laws.

Some of these laws have already been put before the old par-
liament, some are still being prepared, and so I would say that, in

fact, we have done a lot in that area and the government itself has
done a lot in that area.

Mr. Spratt. What about commercial banking? Is the Russian
Government or other governments of the CIS shown any inclina-

tion to allow commercial banking as we know it to be established
there?
Mr. LiPTON. Yes. In Russia, the commercial banking sector is

gprowing very rapidly, perhaps too rapidly. There may be more
problems in supervising the thousands and thousands of new banks
that are cropping up.

Surely the banking system in Russia and in the other states is

dysfunctional, and they need many of the improvements you men-
tioned, the clearing mechanisms and other technical matters. There
we are providing technical assistance and that has been ongoing for

some time. Improvements are taking place.
There are quite a number of check clearing and payments clear-

ing systems among commercial banks so that they don't have to go
through the cumbersome and time-consuming process of doing
clearing through the nearly impossible Central Bank mechanism.
But beyond technical assistance, really we have to understand

that no banking system can function well when there is 25-percent
inflation per month, and so I wanted to just underline that macro-
economic stabilization really is a prerequisite to having a well-func-

tioning banking system.
We have seen already in Eastern Europe that in countries where

inflation rates have been reduced, there is much more progress in

the restructuring and even privatization of the state banks and in

the improvement of the operations of the banks.
Mr. Spratt. Would all of you agree then that having a stable and

convertible currency is probably the single most important first

step they can accomplish?
Mr. LrPTON. I believe it is. I believe that there are many other

things they should be pursuing along with it. These structural and
other technical reforms and advances ought to be pursued full

speed ahead, but surely I believe that establishing a stable, con-

vertible currency and low inflation really are the prerequisites for

getting on with the rest of what they need to do.

Mr. Speckhard. I would agree, Mr. Chairman. In particular as

it relates to the importance of promoting trade and investment, the

subject of your hearing, that this is a precondition for making
major inroads in this area.

Mr. Vargo. Mr. Chairman, I would echo that if and when it hap-
pens, that it would be probably the single most significant thing
that would bring about a large increase in investment.
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There are other things that they need to do. We do trade with

countries, American companies invest with and trade with coun-

tries that don't have convertible currencies.

My first priority is let's have a greater degree of certainty, and
I think American companies look to the biggest single problem as

being the very rapid changes and unpredictable changes in tax

rates that can take an investment and render it totally senseless

the next day. I guess on my wish list that would be first.

Mr. Spratt. Thank you very much.
Mr. Cox.
Mr. Cox. Thank you, Mr. Chairman.
I am going to a ask a number of questions of the panel, and,

therefore, anyone who wants to answer, please chime in. Some of

my questions are particularly directed at areas of responsibility for

the Treasury, so I will start with Mr. Lipton. But because of your
crosscutting responsibilities, please just chime in.

One of my great concerns, having watched the Congress author-

ize $2.5 billion in aid to the CIS, most of it eventually directed for

Russia, is that it might not do what is necessary, because the

money is going to go to and through the government at the other
end.

There is a disconnect between our notions of privatization and

assisting people in generating capital for investments on the one

hand, and the reality on the ground on the other hand.
In Russia, for example, we are looking at a country where people

don't even use checks. You can't get a wire transfer for weeks. If

you go to a bank to withdraw currency because you can't use

checks, you stand in the traditional Russian lines.

There is no communication for business purposes worth its salt:

Certainly no faxes, because the telephone systems are decrepit; cer-

tainly no Federal Express or UPS Next Day Air; indeed, not even

anything nearly as efficient as the U.S. Postal Service.

In the face of these mundane problems, all the outside capital in

the world is likely to go down the rat hole unless we address these
fundamentals. And I wonder, on that score, whether or not any of

you have a view in advising the Congress, or the administration,
or the Ambassador, in Mr. Speckhard's case. Ought we better to be

thinking about offering tax advantages to U.S. firms who might in-

vest in the CIS, or in some other way seeking to direct whatever
cash assistance we are willing to provide through U.S. businesses,
rather than giving taxpayers money to governments at the other
end?
Mr. LiiTON. I would like to start first by defending a bit of gov-

ernment-to-government assistance on one important count, and
that is that for a country like Russia with a high infiation problem
and a balance of payments problem where really there is a tremen-
dous shortage of foreign exchange that has driven the exchange
rate to a wildly depreciated position, the country simply does need
some stabilization support.
Now, for the most part, that form of support can come from the

international financial institutions and primarily from the IMF. I

think that our bilateral support really has been targeted to a very
great degree to go to privatizing enterprises and new businesses in
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Russia, and I think this really is a novel feature of the assistance

that we are now providing.
Let me mention a couple of items. In the $2.5 billion package,

there is the U.S. contribution to the Multilateral Privatization and

Restructuring Program. But the U.S. contribution comes in a cou-

ple of parts. There is a $125 million portion that will go for tech-

nical assistance and to create an equity fund that will make invest-

ments directly into privatizing and privatized companies.
There are several other initiatives that also direct money directly

to companies. The Russian/American Enterprise Fund, which was
actually funded out of the Vancouver package and which opened
just yesterday, will be making loans and investments in small and
medium enterprises.
Mr. Cox. I wonder if I can ask you, what is the capitalization?
Mr. LiPTON. I believe the first installment was either $50 or $60

million, and there has been a commitment to seek up to $340 mil-

lion eventually if that fund turns out to be a success.

Mr. Cox. For the time being, at least, that is very far to the right
of the decimal point as compared to the $2.5 billion in aid.

Mr. LiPTON. Let me continue that there is also a contribution in

the $2.5 billion package to a multilateral small and medium enter-

prise fund in Russia that would be established by the European
Bank for Reconstruction and Development, and it is a contribution
that would be leveraged with contributions from the other G-7
countries and from the resources of the EBRD itself, and that will

be a $300 million fund.
In addition, there is in the bill support for increased Exim and

OPIC involvement in Russia, and this comes to your point about
how we get American businesses established on a good basis in

Russia. Exim has been given, I believe, several hundred million

dollars out of the $2.5 billion package to increase its operations.
OPIC
Mr. Cox. I wonder, while we are on the subject of the Export-

Import Bank, if you could tell me: Of the total funds allocated for

Russia and for Russian trade at the Export-Import Bank, how
much has been utilized?

Mr. LiPTON. I don't know the number. I could get that for you.
Mr. Cox. I ask because we have had complaints that very little

is being utilized.

Mr. Speckhard. I believe that to date they have done about $340
million worth of activity with Russia and the NIS countries, how-
ever that was not using the money that was appropriated as part
of the $2.5 billion package since that was so recently enacted.

Mr. Cox. Do you know what the answer is with respect to the

$2.5 billion? How much of that has the Export-Import Bank uti-

lized?

Mr. Speckhard. Out of $2.5 billion, they haven't utilized any yet.
Three hundred million dollars is how much we have set aside for

them.
Mr. LiPTON. If I could add though that one of the important

things that Exim is trying to do is to find ways to utilize its re-

sources without involving the Russian Government.
In the past, commonly their operations involved relying on a sov-

ereign guarantee by the Russian Government and that really gives
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the Russian Grovemment control over where those resources go.

They can say yes to this project and no to that one.

Mr. Cox. And indeed the Export-Import Bank until recently itself

required those Russian guarantees.
Mr. LiPTON. Yes. That is exactly the point. Now, there are sev-

eral initiatives that they are beginning that would allow them to

operate without a sovereign guarantee.
They are looking actively for ways to reduce risks so that they

can do that. One is through the new oil and gas framework agree-
ment that has been agreed upon with Russia. This is an agreement
that—a framework under which Exim could lend up to $2 billion

to send American capital equipment to help renovate the oil pro-
duction and transmission facilities.

They would acquire—they would have some manner of security

through an escrow account or—well, an escrow account of some
sort of the proceeds of exports of the production associations in

order to be able to have sufficiently low risk to operate without
Russian Government involvement, and that is a step forward.

They are also trying to find ways, in conjunction with the privat-
ization and restructuring program, to be operating, lending through
financial institutions in Russia, and having their involvement with
those financial institutions also reduce the risk so they can operate
without government guarantee.
They think that will strengthen the financial institutions and

also provide a more direct contact with businesses and stay out of

the realm of government.
Mr. Cox. My concern with the single-minded focus on privatiza-

tion is that privatization in Russia looks a whole lot different than
privatization in England.

Britian had only an intervening socialist government that

privatized some big industries. They could liquidate them and put
them back in private hands, and all the infrastructure was there
so they could function in a preexisting market economy.

In Russia, just the opposite is the case. We have had 75 years
of socialism, the purpose of which has been to erect barriers to

trade with any but the Warsaw Pact countries; to make sure that
the currency wasn't convertible; and effectively, to make sure that
the kinds of things that any normal private business would do in

a privatized enterprise are impossible.
So until we address those fundamentals, privatizing things into

that environment and atmosphere is utterly hopeless it seems to

me, and I wonder what our government is doing to address those

problems.
Mr. LiPTON. Let me say two things. First, I do think there is a

connection between that point and the pace of our involvement
with their private sector.

Surely we want to be proceeding on a very cautious basis as long
as the legal, tax, and regulatory issues that we have talked about
here today remain uncertain. Aiid so I do think it makes sense for
Exim and OPIC to be in a sense gearing up as we see Russia com-
ing to grips with those fundamental problems.

Mr. Cox. Because I don't want to take more than my share of

time, just a couple of quick questions.



61

Does anyone on the panel have a view whether OPIC in the cir-

cumstance of Russia, Ukraine, the Baltics, Armenia, or any of the
CIS countries ought to be able to take an equity position?
Mr. Speckhard. Mr. Cox, I think that we would be very inter-

ested in OPIC taking an equity position in some of those areas, and
we have been talking to OPIC about that.

We have to look for some creative mechanisms to deal with the
situation which is unique in many ways, and I think we actually
look forward to OPIC trying to do some of those things.
Mr. Cox. Since your relationship to the State Department is clos-

est among the members of our panel, I wonder if I could ask vou
to evaluate what the AID legal reform efforts have accomplisned
thus far. As you know, I think that is a very important area for
us to focus our energies.
Mr. Speckhard. I think primarily the most important thing is

we have had advisors out there, legal advisors and others providing
technical assistance to government ministries and to the par-
liament.
Mr. Cox. On the result side, is there any?
Mr. Speckhard. On the result side, I think what we are seeing

is more indirect in the sense that we provide technical assistance
and then we see the government taking actions, like the decree on

foreign direct investment that was just made at the end of Septem-
ber where the government said there should be Federal primacy on

overlapping laws.

We also have to have some stability in the tax laws. We have
seen a recent decree on private ownership where our advisors are

saying there is a framework that allows for not just the ownership
of small garden plots, but the privatization of larger farms and ag-
ricultural areas as well.

Mr. Cox, if I could just take one moment because I think it was
such an important issue that you raised earlier on the govemment-
to-govemment assistance. I want to emphasize that we provide in

our bilateral assistance no cash to the Government of Russia or

any of the other NIS countries for stabilization support. That is all

handled through the international financial institutions, and very
little of our fiinds are actually going to the Government of Russia,
and this is only in the case of technical assistance. In most cases,
like Exim Bank, OPIC, humanitarian assistance, nuclear safety, of-

ficer resettlement, and troop withdrawals, projects are directly fo-

cused on essentially the end user in terms of the assistance.
Mr. Cox. I am aware of that. I am also aware that the lion's

share of our financial commitment as authorized by the Congress
ends up paying for our subscriptions to international organizations
such as World Bank and IMF.
Mr. Speckhard. Foreign assistance in general?
Mr. Cox. Yes. I wonder if I could ask Mr. Vargo to tell us wheth-

er or not the Grore/Chernomyrdin Commission, the Joint Commis-
sion on Technological Cooperation, or the U.S./Russia Business De-

velopment Committee, which has a working group focused on elimi-

nating impediments to individual business projects, has got any
notches in its belt in the areas that I mentioned. Are there any
specific accomplishments where we can say because of our role, we
have fixed a problem on the ground?
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Mr. Vargo. The Gore/Chernomyrdin Commission covers a variety
of areas and very importantly, you have been seeing in the papers,
has led to a breakthrough in space cooperation. Other notches in

the belt? Yes, I think so.

Mr. Cox. The Space Commission is probably the one area where
we can't take credit for accomplishing something on the ground.
Mr. Vargo. I think we have accomplished some things on the

ground. As I mentioned as I went through my initial statement—
and rambled through some of the things that struck me as signifi-

cant—the new direction that the Russian Gk)vernment is taking in

investment is directly related to the points that we have been em-

phasizing in the Business Development Committee with them; and
since they are hitting three out of three points, I don't believe in

that kind of coincidence. So, yes, I do think we have some notches

in our belt.

As far as individual projects, we have been able to help break the

governmental obstacles that have been in their way. There were
some very difficult cases where American joint ventures were sud-

denly prohibited from being able to export the quantity of oil stipu-
lated in their contracts, and I believe that the U.S. Government
committee was instrumental in bringing this to the top of the Rus-
sian Government and getting it solved very quickly.

They are good institutions. I look forward to them being able to

accomplish more now, and I anticipate there will be more a unity
of purpose within the Russian Government with the new par-
liament.

I wonder if I could make one brief observation on a previous
question you raised about OPIC, however, because this is a very
important activity. The political risk insurance is something that

virtually every American company wants and has to have in mov-

ing into this uncertain environment. Expanding them into the abil-

ity to provide some equity infusion, I think, would be very valuable,
but I just wanted to underscore the importance that every Amer-
ican company that is considering an investment in the NIS places
on OPIC.
Mr. Cox. Well, the chairman has been very generous with his

time.
I have got a number of questions I would love to continue with,

but I yield back.
Mr. Spratt. We will come back to you. Let's take Mr. Horn then.
Mr. Horn. Mr. Chairman, thank you very much.
I notice one of our next witnesses will be Mr. Richard Conn, the

managing partner of Latham & Watkins in Moscow. He has had
2 years experience there, and he makes a recommendation that cer-

tainly I think is on the mind of most of us.

Congress can review COCOM and other cold war legislation to

be certain that the goals of such legislation remain valid and
achievable. Care should be taken to be certain that the effect of
such legislation is not merely to place U.S. companies in a non-

competitive posture vis-a-vis other foreign corporations.
I wonder, Secretary Vargo, or other members of the panel, what

specific recommendations have been made by the administration in

your particular departments with reference to COCOM? Have they
already been transmitted to the relevant congressional committees;
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and, if they are available, Mr. Chairman, I would like them in the
record at this point, the specific proposals for change.
Mr. Vargo. Thank you. I would be pleased to address that. Yes,

we certainly agree with this, and we have made specific proposals
for change. Secretary Brown recently issued an interagency report,
the report of the Trade Promotion Coordinating Committee, which
importantly looked at the key areas.

It looked at many things, but in the export licensing it looked in

the key areas of telecommunication and computers, which is where
the overwhelming bulk of the licensing occurs, and sought a very,
very significant liberalization in both those areas.

Now, this is not something the United States can do unilaterally
because we are part of COCOM, the coordinating committee, but
these recommendations have been presented to COCOM, and they
are being considered now, and I am optimistic that they will be
made.
Without getting into millions of technical operations a second, et

cetera, the levels will be raised to a very, very high level.

I frankly do not know the extent to which the relevant congres-
sional committees have been brought into this, but I will certainly
find out and we will provide the information for the record.

[The information follows:]

The exact language is classified confidential. However, the U.S. recommendations
to COCOM were based on the following goals:
The new regime would promote greater responsibility and transparency in the

transfer of arms and sensitive dual-use goods.
The new regime would not duplicate existing nonproliferation regimes but would

complement and reinforce them.
The decision to grant or deny an export license for these goods would remain the

sole responsibility of member states.

The Russian Federation would be invited to take part in the new regime. On the
basis of consensus, other supplier countries would be admitted as well.

COCOM should immediately commence planning to avoid a hiatus in Western ex-

port controls between the phasing out of COCOM and the phasing in of the new
arrangement.
Western allies will continue to hold closely among themselves their most sensitive

technology, even following the end of COCOM.

Mr. Horn. I am told, for example, that the line in telecommuni-
cations between St. Petersburg, Moscow, and Khabarovsk is now
being radio relayed in nature as opposed to fiber optic cable.

It seems to me the fiber optic cable is being withheld in this day
and age. Personally I don't see any strategic reason to do that. Do
we have that problem in clearing that particular type of operation
so they can have the latest equipment which would help them in

terms of industry being there and being able to communicate? Be-
cause communications is a key aspect of why industry locates any-
where.
Mr. Vargo. Fiber optics has been one of the key areas of discus-

sion in the COCOM regime and in the discussions of how much to

liberalize, and this is a part of the proposals that are being consid-
ered in COCOM right now as far as the extension of fiber optics,

cables, and their utilization within Russia, the size and speed of
these cables.

I unfortunately am not technically proficient in that but signifi-
cant liberalization is being discussed right now, and I will be happy
to provide the details in writing to you.
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Mr. Horn. We would like that inserted in the record then, Mr.

Chairman, at this point.

[The information follows:]

The export of fiber optic cable requires a license. However, approvals are not

being withheld from Russia and the FSU. The
export

of fiber optic cables, both me-
dium and high capacity,

to the FSU has received liberal licensing treatment since

December 1992. The typical license condition is that the end use should be civilian

and the quantity should be that which is normal for the end use.

Medium capacity fiber optic transmission equipment has also received liberal li-

censing treatment since December 1992.

The United States proposed further liberalization for high capacity fiber optic
transmission equipment in early November; the proposal is awaiting COCOM ap-

proval. Nevertheless, an application for high capacity transmission equipment re-

ceived during this past year would have been approved subject to civilian end use
and suitable cable routing.
With regard to whether the telecommunications line from Moscow to Khabarovsk

is based on radio relay rather than fiber, there are reasons that radio relay may
be more practical than fiber optics. For example, radio relay is oflen the choice for

harsh terrains and large distance spans.

Mr. Spratt. Also, we would like your submission in the record
in particular as to what modifications to COCOM rules and proce-
dures in high-tech monitoring and surveillance are being carried

forward.
Mr. Vargo. Absolutely.
[The information follows:]

Commerce has not proposed modification to the COCOM rules for high-tech mon-
itoring and surveillance equipment. Those items are under the jurisdiction of the

Department of State. Any proposals for modification to these controls would be initi-

ated by State.

Commerce, however, has generated proposals for the relaxation (not decontrol) of

export restrictions on the shipment oi telecommunications and fiber optics equip-
ment to the FSU and the PRC. These proposals are currently being considered by
our COCOM partners. If approved, the proposals would remove additional obstacles
to the export of general purpose, civilian communications equipment to these des-
tinations.

Mr. Horn. AID has been mentioned here, and I am sorry we
don't have a witness from there. To what degree is AID actively in-

volved in working with Commerce and the other agencies rep-
resented here to get coordination and focus on the projects that we
are undertaking in the former Soviet Union?
Mr. Vargo. If I could begin by addressing what you mention, we

work very closely with AID through the coordination of the State

Department. I must say that Ambassador Talbott has done a mag-
nificent job in bringing all U.S. Government agencies together and
working in a coordinated fashion, and Tom Simons, Ambassador Si-

mons, who heads up the assistance part, runs weekly meetings
that bring all the concerns to the table. It works well.

Now, the Commerce Department program, as I referred to ear-

lier, our business information center, which is the one-stop shop
with these—mailing list and clientele of 10,000 companies is fi-

nanced through AID. The intern program by which we bring Rus-
sia, Ukraine, and the other interns to the United States and work
with American companies is also financed by AID, the American
business centers, et cetera.
So we have had a good cooperative relationship which I must say

has been facilitated by Ambassador Talbott.
Mr. Horn. I had the opportunity to meet with one of those

groups in California. Pepperdine University has a very good pro-
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gram that Thomas Kemp started which brings potential Russian
entrepreneurs to the United States and matches them up with
counterparts here in the United States.
That impressed me in my brief time with it as being a fairly suc-

cessful operation, and I didn't know how many of those we had in
this country, but I think that is a good way to spread contacts

throughout the country.
Mr. Vargo. Absolutely.
Mr. Horn. Let me ask you, on the Battle Act, is any of that still

on the books or did we get rid of that finally?
Mr. Vargo. The Battle Act?
Mr. Horn. Going back 30 years ago that controlled all strategic

materials going to

Mr. Vargo. Could I ask your indulgence and turn to Dan Cook,
the Director of Policy Development in our Export Administration?
Mr. Horn. Please.

Mr. Spratt. I thought you said battle-ax at first. This is not a
new weapon.
Mr. Cook. The Battle Act, as I recall, was done away with in an

extension, I think, in the Omnibus Trade Act of 1988, if not before.
What we still have is the Export Administration Act which pro-
vides a basis for controls and does specifically identify those coun-
tries as being the subject of our national security controls. And it

was extended by the Congress last year and expires in, I think,
June 1994 so that there are hearings already under way to renew
that and to reshape it for the new environment.
Mr. Horn. I take it the administration and the career service

under all administrations has taken a look at all laws, all adminis-
trative regulations that need some rethinking in terms of what has
happened in the former Soviet Union. Do we have all that in one
place?
Mr. Vargo. Much of that is in the Friendship Act that is now

pending before Congress. Maybe Dan
Mr. Speckhard. Yes. In fact, that represents, I think most of the

universe of what we are talking about. There is a couple of excep-
tions of things that we are looking at, such as Jackson Vanik,
which we are treating separately because of the importance of that
issue and some of the difficulties of that particular issue.
Mr. Horn. I think just the trade issues. Have we left anything

on the cutting room fioor because some agency didn't give consen-
sus that really needs attention?
Mr. Speckhard. I don't think so, as they relate to the distinction

of the Soviet Union cold war era versus non-Soviet Union. There
are plenty of laws that may affect trade with Russia and the new
states, but they also affect trade with other countries around the
world. I think that is what Mr. Vargo was talking about earlier,
which is we have to be careful when we are talking to the Russians
and others about distinguishing which of our laws are focused on
the cold war. We are trying to change because of the new era and
which of the laws we want to keep because they were there to pro-
mote and protect stable trading regimes.
Mr. Horn, We all know about the richness of Russia in terms of

petroleum resources, mineral resources. What are the other basic
commodities and products that Russia might have that would be of
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interest for them to export to the United States and we too want
to import to the United States?
Mr. Vargo. There is, indeed, Mr. Horn, a rich variety of these.

Certainly the energy part is oil and gas, as you correctly noted, and
No. 1, metals, aluminum, platinum group metals, gold, and many
other metals.
Mr. Horn. Titanium in there at all?

Mr. Vargo. Yes. There is a very exportable range of products.
Russia, the NIS is sitting on, I believe, about half of the world's

harvestable forests for paper and for building products, and Amer-
ican companies are very interested in looking at utilizing that re-

newable resource.

So in the resource area, Russia and several of the other NIS
countries are very rich.

In addition, I should note that Russia in particular is rich in a
number of technologies. We are finding that in the mathematics-
related applications of industry and computer programming and
others, this is a very rich resource.

Many different types of metal casting and aerospace technologies
American companies are finding are an exportable resource from
Russia. It is not surprising since the place was never a market-ori-
ented economy. Many of the technologies that were developed for

military purposes never found any commercial application,, and
American companies are beginning to find that is quite a resource.

Mr. Horn. I guess every periodical has talked about the high
skill of many Russian scientists that were devoted to the military
space machine. To what extent have we been successful with other

allies in finding useful employment for those individuals, either in

consortia relationships within Russia or the CIS and NIS, or in

terms of opportunities in this country so that they don't end up in

Saddam Hussein's Iraq or North Korea?
Mr. Vargo. I can answer part of that. We have worked with

American industry through some of the defense conversion areas to

expose American industry to these possibilities. Boeing, for exam-

ple, is setting up a research facility in Moscow and several other

American companies either have done so, or are exploring the pos-

sibility of doing so.

The intern program to which I earlier referred also includes sci-

entists and engineers to be brought to work with American compa-
nies, and I believe that we have, Dan, a range of other programs.
Mr. Speckhard. Two other things that I could just mention is we

have provided funding for a science center in Russia, which will

hopefully employ some of these scientists.

Mr. Horn. That would be located where?
Mr. Speckhard. It would be located in Moscow is my under-

standing. With this recent agreement on space cooperation, we also

hope that some of the great minds will be put to that task as well.

In addition, we are hoping that some of the kinds of things we
are talking about today in promoting joint ventures between Unit-
ed States firms and Russian firms will attract some of these sci-

entists into new companies that are being created in Russia and
the other states, but I think we will be the first to admit this is

a problem which we haven't solved.
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It is a real problem and something that we have to keep working
on.

Mr. Horn. Could they use a spare supercollider anywhere?
[Laughter.]
Mr. Speckhard. We will ask.

Mr. Horn. I think there are some possibilities there.
I asked about the imports to the United States from Russia, and

we have mentioned telecommunications as a key possibility of our

exports to them.
What other areas are there major opportunities for the United

States in terms of exports to Russia, forgetting the financial situa-

tion right now?
Mr. Vargo. There are many. I will briefly mention the financial

situation with one because it is very relevant. One of the key areas
is oil and gas equipment. This is an area where we happen to have
surplus capacity right now. We have the world's best technology.
They need it.

Just as one example, I have seen estimates indicating that about
400,000 barrels a day, 400,000 barrels a day of oil are leaking into

the ground in Russia because of the very poor field-gathering sys-
tems that connect the individual wells to the pipelines. Not only is

this an enormous source of pollution, but it is also a couple billion

dollars a year.
About $500 million worth of U.S. equipment could fix that up.

And the oil and gas facility that Exim is working with the Russians
to bring about would, for example, enable the financing—that is a

perfect case of the kind of financing to which this could be put, be-

cause it would generate a very quick stream of export earnings
that would then take care of paying the loan.

So in the oil and gas area particularly when the Exim facility
comes on stream, I think that is going to be a very rapidly growing
area of our exports. It could quickly go into the billions.

It is already in the hundreds of millions, oil and gas equipment.
American automobiles are selling very well in Russia right now.
Telecommunications equipment is growing. Food processing equip-
ment is another. Construction equipment—U.S. construction equip-
ment will start at a lower temperature than the Japanese construc-

tion equipment, for example, and it is very popular in the northern
climates of Russia, so there are a lot of areas.

Mr. Horn. One last question, Mr. Chairman, that is the human
resources the United States has on an each-one-teach-one basis in

terms of, "small business."
We think about some of these very large projects where we have

deep government-to-govemment involvement, but we have still got
a Peace Corps, we still have a number of other things we could do.

What are we doing and who could give us a fairly concise sum-

mary of that in terms of getting Americans that actually know how
to run a store into what was a former command economy and still

has a lot of aspects of that to educate people about the customer

always being right, and you don't just sit there and wait for your
paycheck?
Mr. Cox. I think our government is going to help with that.
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Mr. Speckhard. What I would like to do, Mr. Horn is, if it is all

right with you, is just describe a few things, but it deserves a more
complete answer, and I would like to submit one for the record.
Mr. Horn. Please.

[The information follows:]

The administration has designed an array of programs that encourage small busi-
ness development in the NIS.
The USAID Privatization initiatives seek to support the privatization of small and

medium enterprises in order to build a critical mass of activities that shift owner-
ship from the state to the private sector and begin the process of changing economic
behavior.

The USAID New Business Development Project for the NIS is designed to

strengthen the necessary support infrastructure so that new and newly privatized
small businesses will have increased access to focused business training, general
business services, and relevant business information. This project also assists in im-

proving the policy and regulatory environment in which new private businesses may
operate.
The Peace Corps' programs in the NIS are centered around promoting the growth

of small and medium businesses. Peace Corps volunteers are working in a range of
sectors including consumer goods, banking, housing and other municipal services,
and manufacturing.
Through the Farmer-to-Farmer program, U.S. agriculture and agribusiness spe-

cialists are reaching rural entrepreneurs and marketing associations to help them
establish new private sector enterprises.
With funding from the U.S. Government, the International Executive Service

Corps is sending retired American executives to the NIS to provide hands-on and
experienced business advice to NIS small businesses and public organizations to fa-

cilitate the development of the private sector and promote defense industrial conver-
sion.

The Eurasia Foundation is providing small grants for technical assistance, train-

ing, and educational activities related to small business and private sector develop-
ment in the NIS. Many of these grants are based on building linkages between U.S.
and NIS small businesses.

Enterprise Funds are being established in the NIS to respond to the general un-

availability of foreign and domestic capital to private firms, and lack of entre-

preneurial experience and familiarity with Western business practices. The Fund
will operate as a private, non-profit corporation, committed to helping develop small
and medium sized private businesses by providing equity investments and loans, as
well as grants and technical assistance. It also seeks to encourage business policies
and practices conducive to private sector development in the region.

Mr. Speckhard. We are very interested in the small business
connections and have a number of programs, including the ex-

change programs for which we devoted $200 million of the $2.5 bil-

lion appropriated by Congress. That includes exchanges in the
business areas, entrepreneurship exchanges, and we are very ac-

tive in finding, recruiting, and sending U.S. business people over
there and having Russian business people come over here and work
with small businesses.
We also have a program with farmers going over there and help-

ing farmers in Russia, particularly on the new privatized farms,
the smaller farms, improve their production and processing capa-
bilities. That is not just in Russia. It has been in Ukraine as well
where we have had new equipment sold under Exim Bank financ-

ing, and our farmers go along with the equipment to show them
how to use it effectively. It has been a very successful program.

I have always had people tell me as I traveled to the New Inde-

pendent States how impressed they were with the Executive Inter-

national Service Corps, where people say these retired executives
have been coming over and working with the smaller companies
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and helping them develop business plans and adjust to the changed
economic climate over there.

Finally, Peace Corps is involved in most of these countries, and
one of their focuses has been income generation projects, small en-

trepreneurship projects, and small business projects, but if I may,
I would like to give you a more complete answer.
Mr. Vargo. Could I ask your indulgence for one second to elabo-

rate on a couple of additional points because the consortia program
that the Commerce Department is running, using the resources

from AID, is designed precisely to get smaller American companies
over to set up offices to work with their counterparts, and also to

set up, for example, a trade association in the food processing area
that then smaller Russian companies would be able to use for their

educational purposes.
The American business centers will bring smaller companies

over, and our intern program does that also.

Mr. Horn. Since agriculture was mentioned, I am just going to

close on this comment. I will never forget the statement that

former Ambassador General Vernon Walters made about the prob-
lem in Russia of the lack of farm-to-market roads, something we
solved with this country in the 1930's and that little Belgium has
more freeways in it than all of the Soviet Union. Are they address-

ing some of that?

I realize that is almost impossible when you are strapped for

money, but what is happening to get the farm products, which is

often rotted in the fields on the collective farms, not necessarily be-

cause they couldn't produce it. They produced it. They just couldn't

get it to the market. It rotted.

Is anything being done to overcome that and that infrastructure?

Mr. Vargo. That is a key area and it is certainly one that could

use more attention. There are programs to improve the road struc-

ture. Probably the key thing though is to improve the distribution

of trucks in Russia, because so much of the food, and I have seen

estimates of up to 40 percent, is lost between the harvest and the

marketplace, is to improve the distribution of trucks in the first in-

stance, and then to improve the manufacture of trucks and the

number of trucks that are being manufactured. A couple of Amer-
ican companies are very deeply involved right now with Russian

trucking firms to look into expanding that capacity.
Mr. Horn. I thank you all. It has been
Mr. Speckhard. Congressman, if I could just add to that.

We also have some U.S. companies interested in packaging facili-

ties, and that would be another important way to address this

problem. Since it takes a long time to get to the market, if Russia

had a better capability for packaging the food during that period,

it could also help a lot in addressing that problem.
Thank you.
Mr. Horn. Thank you, Mr. Chairman.
Mr. Spratt. Thank you, Mr. Horn.
I have a couple of questions here that I would like to ask on be-

half of Mr. Green. Some of them were indirectly answered. Rather

than submitting for the record, I would like to get your live an-

swers to them.
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First of all, he raises the problem of businesses who have experi-
enced trading in the former Soviet Union in dealing with govern-
ment support agencies. They are helpful, he says, but they are
often very confusing as they try to find out which has jurisdiction
over different trade practices, and this is complicated by having to
deal not only with U.S. agencies, but also with international enti-

ties like the World Bank.
Is there anv prospect of having one office or a clearinghouse set

up that would instruct companies who want to figure out the juris-
diction of the agencies that he needs to deal with, his firm needs
to deal with, and is there anything like that in the works?
Mr. Vargo. Well, not only in the works, Mr. Chairman, it does

exist. It is our Business Information Center which has been uti-

lized by 10,000 companies.
Mr. Spratt. This is out of the Commerce Department then.
Mr. Vargo. Yes, sir, and we are very proud of it, but we are al-

ways looking for ways to improve it and extend its coverage.
Mr. Speckhard. Mr. Congressman, if I also could add as part of

the Gore/Chernomyrdin group, they have agreed to set up an om-
budsman for businesses—particularly U.S. businesses that are ex-

porting and investing in Russia—that will help break the bottle-

necks, particularly on the Russian side of figuring out which min-
istries to go to and
Mr, Spratt. So the Russian Government will have an ombuds-

man?
Mr. Speckhard. We will have one and there will be a Russian

counterpart, so essentially there will be two ombudsman, one on
the United States side and one on the Russian side, and I think
that will be helpful as well.

Mr. Spratt. Mr. Green also asked about businesses who deal
with consulate offices that provide support and advice. Has there
been any attempt to modernize or streamline any of these offices?

Do we use 100-percent American workers or do we hire local

workers in these offices?

Mr. Vargo. We do indeed hire local workers, not only is there
an economic aspect to this, but we find it is absolutely essential to

have people who know the local territory. We are expanding rap-

idly.
We will have, I believe, close to 60 United States and national

employees in the Commerce Department offices around the New
Independent States by the end of the year.
We are also expanding to these full service American business

centers that I mentioned earlier.

Mr. Spratt. He also asked about any information your panel
may have as to groups such as a group created in Houston, a

roundtable, so to speak, of local businesses who trade with the
former Soviet Union.

Is this happening in other international port cities in the United
States? Are there comparable cases of local groups, roundtable

groups, that coordinate with government to share information?
Mr. Vargo. Absolutely, Mr. Chairman. In fact, two of these con-

sortia groups that I mentioned, one in the State of Alaska, which
has been very interested in the Russian Far East is participating
with us and has one of these consortia grants.
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The Port of New York is another. We find that Houston, Seattle,

Alaska, New York, and the Chicago area, we work with very ac-

tively. Their local business groups are extremely interested in par-
ticular aspects of trade with the NIS, and wherever we find them,
we do work with them.
Mr. Spratt. One final question. There is a press release just is-

sued by the Center for Security Policy on H.R. 3000 which purports
to describe the bill and, among other things, it alleges that the bill

would lift the prohibition on the use of the embassy site at Mount
Alto.

Is this your understanding of the bill? Does anyone here have

knowledge of any provision that would allow the Russians to oc-

cupy and begin using Mount Alto?

Mr. Speckhard. I am going to have to take that question for the

record, Mr. Chairman.
Mr. Spratt. OK.
[The information follows:]

The prohibition on Russia's use of Mount Alto, which were contained in Section

132(D of the FY 1988-FY 1989 Foreign Relations Authorization, had already been

repealed when Congress passed the FREEDOM Support Act in 1992. Although there

is no legal barrier remaining to Russian occupation of Mount Alto, the Russians
have been slow to take advantage of this situation. As of November 1, 1993, thev
had moved into their residential housing, the consular section, and part of their ad-

ministrative section.

Mr. Spratt. Mr. Cox. I believe you have some further questions.
Mr. Cox. I have not heard of that. That is very interesting. I

hope we can find out the answer to it.

I will just followup on one subject, and that is, whether or not
our policies on the U.S. side are all in concert one with another.
We are trying to help the Russian economy. We are spending bil-

lions of dollars in aid for that purpose.
At the same time, one of the best hopes for Russian economic

growth, one of their best opportunities to generate hard currency
is exports. Yet, by many reports, our government, the Clinton ad-

ministration, is bringing antidumping cases against Russia.
In a recent case, the administration proceeded not under the nor-

mal route, but rather under section 406(d) of the Trade Act, which
was designed for Communist countries with nonmarket economies.
Section 406(d) proceedings, unlike the regular antidumping pro-

ceedings, permit the U.S. complainant to avoid the necessity of an
International Trade Commission finding of injury. Instead, USTR
gets to do whatever it wants. There is an opportunity, if we go
under section 406, for two bites at the apple.
So if the complainant doesn't like the result, and if Russia

doesn't get penalized with antidumping duties in the first round,
then we will go the normal antidumping route and see if we can't

beat Russia's exporters once more.
Let me read you a quote from the Journal of Commerce. "Who

suggested this"—that is, using section 406(d)—"ought to be strung
up." This is from the president of the United States/Russia Busi-

ness Council: "Clinton promised Yeltsin that he would remove the
last vestiges of the cold war from the U.S. trade law and here,
USTR is going and using one of those laws."

The case that he is talking about is potash. Russia and Ukraine
and Belarus together have the majority of the world's supplies. Our
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own domestic industry, according to reports, is capable of supplying
only 10 percent of U.S. needs. Canada supplies about 80 percent.
Russia has gotten 5 percent of that market.

Isn't this foolish to be coming after Russia with section 406(d) in

this era?
Mr. Vargo. Mr. Cox, if I could express a somewhat different

view. To begin with, this is a detailed area, but one statement you
made, I think I really must clarify, and that is that the U.S. Gov-
ernment brought these cases.

The U.S. Government brought antidumping cases or 406 cases
that under U.S. law, the companies or associations, someone with
an interest may bring such a case. The Potash Association did, in-

deed, request a 406 case with USTR and us. It already has been
meeting on an interagency basis. Based on the interagency
consultations
Mr. Cox. Let me ask you then whether—and I think you are

quite right technically that the complainant is the industry, not the

government. That is the way it works, but what the Journal of

Commerce says, is, "At the urging of U.S. officials, the American
industry has withheld antidumping and instead filed a petition to

seek under a section of U.S. law written for nonmarket economies."
Mr. Vargo. Mr. Cox, I met with the Potash Association before

they filed the case, and their view was that it is expensive to file

a dumping case. It costs a company or association—it can cost well
over $100,000 to bring a dumping case, and that this was a much
more economical way of seeing which problem they felt could be ad-
dressed. The problem they were feeling was that their view of the

injection of Russian potash into the U.S. market, which as you
know is already supplied by imports, was bringing the overall price
level down.
So they were looking for a remedy without going through the ex-

pense of a dumping case. I know of no U.S. official who urged them
to try this route.

Mr. Cox. Well, it is good news that this report is in error and
that U.S. officials were not urging them to do so. It seems to me
that because this is not an isolated case, but rather we have got
dumping decisions involving ferro silicon—there is a whole list here
of other areas in which Russia is being attacked in this way—I

think we ought to take a serious look at whether it makes any
sense. Because we are trying to encourage Russian exports, par-

ticularly here in this example of potash where we are importing
anyway, reducing U.S. purchase prices for something like potash
makes a whole lot of sense for us as well as for them. We are

spending taxpayer dollars to try and help their economy at the
same time we are beating up on it.

Mr. Vargo. Could I comment, Mr. Cox?
Mr. Cox. Sure.
Mr. Vargo. Because Secretary Brown sat down with Deputy

Prime Minister Shokhin, and he went over the list of complaints
about market access and we take that very seriously, and we are
not using U.S. trade law in any kind of guerrilla warfare to hold
back Russian imports. We welcome imports.
We welcome the development of two-way trade. We know they

have to sell as well as buy, but the U.S. industry does have the
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right to seek imports from whatever source they come in at for a
fair market price.

I will pinpoint to you that our imports have doubled in the last

12 months, and I will be pleased to provide you the statistics, a lot

of aluminum, for example, but Russian exports to the rest of the
industrial world are almost flat.

Mr. Cox. I would encourage the Clinton administration to avoid
406 cases and push people into the normal antidumping route
where at least they have to have the ITC find injury.
Mr. Speckhard. Congressman Cox, if I could comment on that

as well. I think we have actually found 406(d) to be somewhat use-
ful because the Russian Government has some ability to discuss
with us the situation.

It is more of a negotiation than a strict mechanical kind of deter-
mination by the United States unilaterally; and, in fact, the anti-

dumping laws, if I am not mistaken, were not really designed for

these nonmarket economies in transition. So in fact, we often have
difficulty when dealing with an economy that is still making that
transition to a competitive market economy, and in many cases, we
are not sure exactly what are the remaining subsidies on energy
or other inputs and we have to look to third countries to try to do

proxy prices, and things like that.

It is a very difficult process, and I guess while these cases have
been a source of friction, we have found that 406(d) is not nec-

essarily the problem. The problem that we are having is these

cases, and we are going to have to find a resolution to them. But
406(d) has been, I tnink, another useful tool in our kit bag of trying
to resolve some trade disputes with Russia.
Mr. Vargo. Could I just note that one very valuable thing in ad-

dition is to help the Russian economy come into the GATT, and
that we are providing some technical assistance to them to help
them understand their rights and obligations under the GATT, and
move their economy more in conformity with world trade rules.

Mr. Cox. I very much appreciate the opportunity to put questions
to you, and I also appreciate your answers.

Perhaps the most important reason that we are talking about ex-

traordinary means that might be used to bring a Third World econ-

omy, or at least an economy that is Third World in many respects,
up to speed, is that if we don't, they are going to try and make
their money elsewhere.

They are going to be desperate for income, and they may be sell-

ing things that are a danger to the peace. So we have a lot at stake
in making sure that this economy comes along; and, of course, we
have an opportunity for our own market if trade develops. So it is

a matter of great urgency and high priority.
Thank you, Mr. Chairman.
Mr. Spratt. Thank you very much, Mr. Cox.
And thank all of you for coming and participating and preparing

your testimony and submitting it, and being very forthright in your
responses. We very much appreciate your assistance.
We probably will have some questions. I think we inevitably will

have some questions for the record because time just doesn't permit
that we ask everything we want to, and we would appreciate your
assistance in supplying answers.
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Thank you very much for coming. We very much appreciate your
contribution.

Now, our next panel is from the private sector. Take just a min-
ute's break.

[Recess taken.]
Mr. Spratt. Our next panel is composed of Sarah C. Carey, who

is an attorney with Steptoe & Johnson, Mr. Richard A. Conn, Jr.,

who is an attorney with Latham & Watkins and the managing
partner in their Moscow office; Mr. Robert Krieble, who is chair-

man of the Krieble Institute and the president of Krieble Associ-

ates; and Mr. Steven S. Myers, who is the president of Aviation for

Kamchatka, a California organization for reconstruction and devel-

opment, which fortunately has an acronym by the name of

AKCORD and is chairman and CEO of California Kamchatka Com-
panies. I think if it is agreeable with the panel, we will just start

in the order that I have introduced the witnesses and proceed first

with Ms. Carey.
As with the other witnesses, we have your testimony. We have

just received Mr. Krieble's testimony. We will make it, as submit-

ted, part of the record so that you can summarize it if you please,
but the floor is yours, Ms. Carey.

STATEMENT OF SARAH C. CAREY, ATTORNEY, STEPTOE &
JOHNSON

Ms. Carey. Thank you, Mr. Chairman. As my testimony indi-

cates, I head my law firm's practice in the Commonwealth of Inde-

pendent States and we have 15 attorneys working on investments
and trade projects in that area of the world.

I am also today wearing the hat of the United States-Russian
Business Council, where I chair the legal committee. Their presi-

dent, Mr. Gene Lawson, could not be here, so I have two hats.

I would like to say at the outset that I have been in this business
for as long as there has been any business between our countries.

I started going to the then Soviet Union in 1959, and I have testi-

fied on a number of occasions before different congressional com-
mittees. I feel very strongly that the steps the United States is tak-

ing and trying to take today to promote trade and investment in

the CIS are truly dramatic. There has been a literal sea change
from 4 years ago.
We used to call them the DOC, the Department of Uncommerce

because every time you called them, they told you why you
shouldn't go to Russia and why there was no market there, no po-

tential, et cetera. But today they and other U.S. Government agen-
cies are truly beginning to be helpful.
We used to think it was good if the U.S. Government was simply

not harmful, but today they are being helpful. The amount of

money that has been appropriated and the new ways of distribut-

ing it have created great challenges, and the response has been

very positive; today you have things like the American Business
Centers and the consortium centers. You have new U.S. commer-
cial offices across the vast territory of the former Soviet Union.
You have literally thousands of people going back and forth, and

whether or not the training programs are any good, the interaction
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certainly has some benefit. And the United States is beginning to

evolve a sensible policy on helping U.S. corporations.
I was thrilled by some of the questions that both Mr. Cox and

the chairman were asking because I think they are heading in ex-

actly the direction in which we ought to go. I think the reasons for

U.S. Grovernment support are obvious—I state some of them in my
testimony. This market is extremely dramatic in terms of the op-

portunities for U.S. sales and investments. The importance to the
Russians is equally dramatic in terms of stable development of that

country, creating alternatives to the military industries that exist

there, et cetera.

So I start from a position that is respectful and admiring, in fact,
of what the U.S. Government is attempting to do. I personally feel

strongly that in regard to investment, that there are a cluster of

agencies that make a difference. One of them was mentioned ear-

lier, OPIC. The risk insurance has been invaluable, and I would be

willing to sit down and help any way I can to see that OPIC gets
into the investment business. I think that would be extremely im-

portant.
Exim is beginning to come into real money. One point that

wasn't brought up earlier is that the $2 billion facility to support
sales of oil and gas equipment is being held up by the World Bank
on the negative pledge argument, that is, their insistence that Rus-
sia should not pledge state assets in a manner that might make
them recoverable ahead of any World Bank claims. I think the
United States should consider holding back its contributions to the
World Bank until that issue is resolved because it has been going
on for months, and it really ought to be over and done with. But
Exim will become a major player.

In regard to AID's money, the big package of post-Vancouver
funds, I think that the money that is going into Enterprise Funds
to be made available for equity investments and loans is by far the
best spent in terms of encouraging U.S. trade and investment.
There is a lot of money, as you know, that is also being allocated

for technical assistance and there is an amazing plethora of busi-

ness schools in strange places in the United States that nobody
ever knew existed that are now getting money to go train Russians
in management and advertising and other questionable disciplines.

Generally when the money goes through—a company, where there
is something real and permanent on the ground, whether the

money is spent to ease the risk for U.S. companies in the format
of insurance or whether it is a direct equity investment, that is

where you get the most bang for the buck.
So I would urge even further concentration in this direction, and

I would try to make sure there is a linkage in regard to the tech-

nical assistance targeted on business development with actual in-

vestments—not just travel and conferences and so on. This is a

very important linkage.
A couple of comments going further in the direction of support

for investment and picking up on what Mr. Cox said earlier, I

think it would be highly appropriate to explore creative ways of

granting tax incentives or some other inducements to U.S. compa-
nies that are going into Russia.
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We work in every industry over there, and our firm also has a

large international practice in other parts of the world, and it just
takes longer to get anything done in Russia. You spend much more
time in travel, analysis, and conversation.
There are very few lawyers on the other side. That usually stim-

ulates a look of happiness for Americans, but in Russia, the deficit

is felt. When you are negotiating a big deal, the American lawyer
often has to spend a lot of time explaining to the other side what
Russian law is and why the deal makes sense. That is just one ex-

ample.
There are multiple similar examples in regard to accounting and

other disciplines, so it costs the U.S. company that is making a sig-
nificant investment in Russia probably twice as much just in start-

up costs to get going. I think TDA feasibility study money has been

very useful. But there is not enough funding.
Feasibility study and other money might be appropriately tar-

geted in the high-tech area. We have, over the past few months,
worked on a half dozen projects in electronics and aerospace, par-
ticularly where a U.S. company, a leader in its field, is working
with a Russian company that was under the military that has a
similar level of technical expertise and they, together, are going to

be copatenting new products that will be sold in the global econ-

omy.
At least one of those products happens to be a product that will

greatly reduce Japan's role in this particular market. It has all

sorts of strategic trade significance; but, again, this company, the
American company, has almost given up several times because of

the obstacles they have encountered in the process.
So I strongly endorse the comments that have been made and

have reflected this in my testimony, regarding the importance of

going in the direction of making money available for equity invest-

ments. Of the sources of equitv financing for U.S. companies, basi-

cally you now have the IFC, tne EBRD, and to some extent Exim.
The EBRD tends to be European oriented. It is difficult for

American companies to get adequate support from that institution,
so if we had another U.S. source of finances like OPIC, that would
be a plus.

Alternatively,
we could ask our Treasury Department to push a

little harder tnrough the U.S. representation on the EBRD to en-

sure fair treatment of Americans.
A comment on another aspect of assistance. I recommend that

this subcommittee look into the question of how the big technical

assistance grants are allocated. There are large multimillion—$75
million, $20 million, $50 million—megagrants that AID has award-
ed U.S. accounting and other consulting firms. These programs will

run into difficulty unless Russian organizations are allowed to par-

ticipate and are encouraged to participate in the bidding.
There is a real feeling developing in Russia that all this money

is doing is funding American consultants. Russia isn't some back-
ward country; there are lots of educated people. There are major
scientific and research institutes. The human resources there can
do a better job than some AID consultant who just got back from

Egypt who is now being sent to Russia. So that is just a minor sug-
gestion.
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I also would urge a focus, at least in part, on some big projects.
I know there is great psychological resistance to Stalinesque-type
efforts, redirecting rivers and that sort of thing that the Soviets
used to promote. But the truth is that there is no real Russian
Government that controls anything today, and probably won't be
for some time.

Russia needs some big projects. Small businessmen are great,
but they can't build the Parthenon without some national level sup-
port. I think today's news in the Post and Times on the United
States-Russian collaboration is probably the most significant assist-

ance program to come along. It isn't labeled "assistance," but the
fallout in terms of the impact on the Russian economy and hope-
fully on ours as well puts it at the head of the list, and I think
there are other projects like that where the United States has

unique capabilities.
I mentioned road building in my testimony. Except for parts of

Western Russia, Russia is a roadless country and even in the West,
the road system is deficient. This is just an example of an area
where we have ability and talent and resources and if our govern-
ment could take a coordinated approach in seeing that the agencies
that offer some form of assistance, combine it, so that the cumu-
lative effect is really significant assistance in one or two areas a

year. I think that would really serve us, the Russians, and hope-
fully the world well.

I want to touch briefly on another issue which is the sort of flip

side of the coin and which the chairman and Mr. Cox both dis-

cussed earlier, which is the question of the ability of Russia to ex-

port to the Western world or to GATT members, if you will.

This, again, is an issue that is beginning to irritate and cause
some bitterness among the Russians as they realize that the way
the GATT rules work, as reflected in national laws, means that the
minute a new player starts exporting in a market that is depressed
or that has multiple players, it gets knocked out of that market by
antidumping, countervailing duty, or market disruption cases.

Russia was fairly isolated. All of its trading relationships were

among the Warsaw Pact nations. Much of its production went to

defense. Aluminum is a prime example. Demand fi*om the Russian
defense industry almost closed down. There is a massive surplus of

aluminum that nobody in Russia can buy because they have very
little fabrication capability. They started exporting. The EC hit

them with an antidumping suit. The United States announced an

investigation. This pattern is repeating itself in regard to almost

every metal.
You have already seen the uranium cases and the protectionist

activity that went on in regard to space launches, an area where
Russia excels.

We just completed for the United States-Russia Trade Council a

study on this matter outlining the major problems and suggesting
some solutions. We don't have the answers, but I think it is an
area that deserves serious debate, and it can't be left in the hands
of the tradetechies, if you will. The debate should be informed by
Congress, by the foreign policy establishment, the defense estab-

lishment, so that all the issues that bear on our relationship with
Russia are considered when we make a decision to keep the Rus-
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sians out of the market. The effect of these cases, antidumping
cases in particular, because of the nature and duration of the pen-
alties and the difficulty of overturning a decision once in place, is

to basically keep the product out of the country. Each case has sig-
nificance beyond just the individual ruling.

Relying on litigation instead of consultation creates a hostile en-

vironment, and the only people who end up happy are the lawyers
who make money off the trade cases. The system doesn't work
where you have an economy in transition.

Our key recommendation is that a formal consultative process be
set up that will anticipate disputes and be an early warning system
for trying to understand how to deal with new or significantly in-

creased imports from Russia into the United States—at least dur-

ing the transition period.
The United States-Russia Trade Agreement currently in effect of-

fers a vehicle for consultation. It is just a one sentence line in that

treaty, but you could breathe life into it and elaborate upon it.

I will close at this point and thank you very much for the time
and attention.

Mr. Spratt. Thank you very much for your testimony. It was ex-

tremely helpful.
[The prepared statement of Ms. Carey follows:]
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TESTIMONY 07 SIUtAH C. CAREY
BETORE THE HOUSE OOVERMNEKT OPERATIONS SUBCOMNITTEE ON

COMMERCE, CONSUMER AND MONETARY AFFAIRS
Novanber S, 1993

Mr. Chairnan, distinguished members of the Committee,

thank you for the opportunity to present my views. My name is

Sarah Carey and I am the partner in charge of the CIS Trade

Division at Steptoe & Johnson. My views are those of a private

citizen, but are based on intense involvement, particularly over

the past seven years, in assisting US corporations that are

pursuing trade and investment opportunities in the Former Soviet

Union. I served as outside counsel to many of the first US-

Soviet joint ventures and my law firm's Moscow office creates new

US funded ventures in the CIS every month. In addition, I serve

as a Director of both the Eurasia Foundation and the Russian

American Enterprise Fund and, in those capacities, have witnessed

US AID programs to the former Soviet Union (FSU) firsthand.

Finally, our firm recently completed a study for the US - Russia

Business Council on the other side of the equation — the

barriers to Russian imports that are erected by existing US trade

legislation.

Other members of this panel are better equipped than I

to address many of the questions you have raised. I would like

to comment briefly on the policy reasons for supporting trade and

invest in Russia^/; the potential for such trade and

investment; and current and potential USG efforts to improve

trade and investment. I will also briefly address legislative

barriers to expanded economic relations.

i/ This testimony refers throughout to Russia, although most of
the observations apply generally to the CIS.
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Reasons for Expanded Trade and Investment

Compelling political and economic interests exist for

expanded trade and investment with the CIS. From a political

perspective, foreign trade and investment promise to enhance

Russia's national wealth and contribute to political

stabilization; to create significant relationships between FSU

companies and companies around the world that will enmesh the FSU

in global economic interests; and to support military conversion.

Additionally, trade partnerships with Russia can redefine current

global trading alignments, such as US-Japan trade relations

(especially if the US were to focus significant investment in the

Russian Far East) .

From an economic perspective, the reasons for a US

policy that is pro-trade and investment are even more compelling.

The FSU is the most significant "new" market in the world, with

large scale demand for a broad range of products and services in

regard to which the US is a world leader (e.g. oil field services

and equipment, agricultural chemicals, food processing equipment,

telecommunications services and equipment, environmental

protection products and services, to name a few) . This means new

exports and increased jobs for America. Further, the FSU,

especially the Russian market, offers investment opportunities

that match the US experience in scale and complexity (e.g.

energy, agriculture, space, etc.), making us uniquely suited

partners. It also offers the possibility of technological

advances (e.g. in space) based on the achievements of both

nations that neither nation could achieve on its own and that can

benefit the world economy. Equally important, Russia has a range



81

- 3 -

of products that the US needs — precious metals, rare earth

materials, unique high tech products, etc.

steps Taken

In the past several years, and particularly since the

Vancouver summit, the US Government has launched a full-scale

ceunpaign to improve trade and investment with the CIS. These

efforts have included: the articulation of an aggressive pro-

trade and investment policy, including the creation of a host of

bilateral working groups focusing on trade expansion in specific

industries; the opening of embassies, consular and commercial

offices across the FSU; the execution and implementation of

numerous bilateral treaties and agreements protecting trade and

investment, establishing mutually advantageous tax policies and

defining commercial relations in shipping, air transport and

other sectors; the funding and definition of a multi-billion

dollar assistance program that includes loans and insurance for

investments, funding for feasibility studies, a broad range of

exchange and technical assistance programs, a new grant-making

foundation and at least two taxpayer-funded investment funds (the

Russian American Enterprise F\ind and the Fund for Large

Enterprise Reconstruction) . Conscientious efforts are also being

made to eliminate Cold War legislative barriers to trade and

investment and, in fact, many of these have been removed. (Export

controls still remain a problem, as does the MFN status of Russia

and other FSU nations; and, as discussed below, US trade laws'

treatment of the FSU countries has not yet been addressed.)

These efforts constitute a sea change in both policy

and program. The assistance programs are still in their infancy
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and it is too early to demonstrate their impact. However, many

of them promise to have a significant impact, indirectly, as well

as directly, through the spill-over effect they are having in

stimulating a broad range of US organizations and institutions

(church groups, universities, local governments, civic

organizations, etc.) to pair up with and assist their counterpart

organizations in the FSU.

Facilitate Private Investment

A few comments on the comparative effectiveness of

various assistance alternatives: from my perspective, by far the

most effective USG programs are those that support private

investment in the FSU — whether through loans, political risk

insurance, investment funds or USG sponsorship. A US company

that invests in Russia commits to operate in a local community

for the long term, thus making a lasting contribution to the

local economy. In addition to its core business activity, by its

very presence, the US investor contributes to the development of

new modes of financing and of the legal and government

infrastructure that supports a market economy. The training it

provides, by having its managers work side-by-side with Russian

managers and by bringing the latter to their corporate facilities

in Europe or the US, is long term and not limited to an academic

year or semester abroad. For the most part, the projects of US

investors raise local production to international environmental

standards. In high tech industries, such as aerospace or

electronics, US-Russian joint ventures are developing new

products for world markets.
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On the other hand, technical assistance awards that are

not tied to investment (generally made to non-profit

organizations or consulting firms) frequently suffer from a lack

of political reality (i.e. reflect the authors' views and not

those of the local communities) , are relatively short term, and

benefit the US consultants doing the work at least as much as

they benefit the local beneficiaries. In future deliberations

regarding assistance to the FSU, I strongly recommend to the

Congress that it focus on investment stimulation. Where stand-

alone technical assistance grants are involving such assistance,

such assistance must be framed in a manner that relies on the

Russians to define their needs and priorities that avoids

paternalism and that focuses on targeted objectives. In

addition, Russian organizations should be encouraged to compete

for such contracts. The goal should be to create in Russia

independent, self-sufficient institutions that can perform the

targeted function.

Big Impact Projects

In addition to focusing on support for US investment.

Congress should encourage the Administration to develop several

"big impact" projects that address Russia's lack of

infrastructure and distribution systems and that, at the same

time, benefit US industry. Assistance to thousands of small and

medium-sized companies is important, but in a country as vast as

Russia, large-scale projects are also required. Russia is rich;

Russia has highly developed capabilities in certain industries

and areas, but it lacks the connectors and "synapses" needed to

integrate its various assets and capabilities. Further, because
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of the decentralization of Russian government, large projects are

difficult to achieve without USG support.

The USG should consider large-scale political and

financial support for several high impact and high visibility

mega projects. Examples, many of which have already been

proposed by major US corporations include: construction of a

major highway system in one or more regions of the country;

modernization and expansion of the railway system (including the

development of storage capability en route) ; an FSU wide air

traffic management system (funded in part by the sale of

overflight rights on new routes) ; a bilateral space consortium

that would become a major player in regard to all aspects of

space exploration and space commerce. Such a project could be

financed in part by RF precious materials, satellite launches or

other valued products that only Russia has in abundance. Any

such project should promise the sale of US equipment and

technology, the use of locally produced products and the

employment of local workers, long-term income streams on both

sides and a big boost to the Russian economy. The USG's role

would be as facilitator, helping to remove governmental obstacles

on both sides and to ensure that the various aid progreuns already

in existence are leveraged to support the target efforts.

C9ng?ssi9n Arr?tngementg

Another form of assistance that should be encouraged is

the award by the Russian government of concessions to run certain

governmental services that are currently ineffective and that are

essential to economic progress. This sounds presumptuous but is

understandable given the fact that Russia has passed an avalanche
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of new laws in the past few years, creating a serious bottleneck

in regard to their implementation. Most of these laws fail to

adequately define implementing mechanisms; if they are defined,

they are inadequately financed. The USG, through its assistance

programs, might promote the creation of concessions from the RF

government to run, for example, the customs service or the port

authority itself, in several major ports, the administration of

the bankruptcy court, or certain aspects of tax collection in

large urban areas. The functions targeted should be those that

promise significant financial returns and where local citizens

can be trained in a relatively short period of time to take over

the concessionary service.^

Needed Reforms of U.S. Laws

The above comments focus on, and it is important to

keep in mind, that aid and handouts are only a stop-gap measure

not a solution. If the Russian economy is to stabilize, Russia

must be able to export and to access US and European markets.

Russia can't earn hard currency, it can't purchase US goods and

services. At present, and much to its surprise, Russia is being

faced with significant legal barriers to its exports.

Specifically, the U.S. anti-dumping, market disruption, and other

trade laws and regulatory barriers are blocking imports into the

US of uranium, ferrosilicon, titanium sponge and urea, and

recently potash and aluminum imports have come under scrutiny.

These laws impede and will increasingly preclude

Russia's participation in the U.S. market, costing it more in

i.1 The USG itself has frequently awarded concessions to private
companies to run the park services, military bases, etc.
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lost export opportunities than all of the U.S. financial and

other assistance committed to Russia combined. Equally

disturbing, the laws promise to close the U.S. market to the very

products that Russia can most successfully export. The same

statements apply with equal force, by the way, to the trade laws

and barriers of the European Community.

In part due to the U.S. trade laws, Russian (and

previously U.S.S.R.) imports to the United States have never been

significant. For exeunple, U.S. imports from Russia reached only

$482 million in 1992, less than a tenth of a percent of total

1992 U.S. imports ($532.7 billion). By comparison, the United

States exported over $2 billion in products to Russia in 1992.

For the size of the two economies, neither figure is impressive.

Although the U.S. trade laws, as generally applied, can

play a useful role in protecting U.S. industry from sudden or

unfair market changes resulting from foreign imports, the manner

in which they are or may be applied to Russia metkes it virtually

impossible for Russian producers to anticipate potential market

barriers or to modify their behavior to avoid liability exposure.

In particular, let me speak briefly on the U.S. antidumping law,

the U.S. trade law most frequently invoked to restrict Russian

imports .

The dumping law is intended to prevent injury to U.S.

producers caused either by pricing discrimination — the pricing

imports to the United States at below the price which similar

products are sold by the foreign producer in its home market —
or by sales of imported products at below their cost of

production. If both dumping and injury to a U.S. industry are

found to result from a country's imports of a product, tariffs
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equal to the amount of the dumping are Imposed on all subsequent

imports of that product.

Dumping is calculated differently for Russia and other

so-called "non-market economies" than for market economies. This

is because dumping is generally calculated based on prices and/or

costs, and due to the distortions of central planning prices and

costs in Russia were considered unreliable. Therefore, Congress

in 1974 established a separate "NME Methodology" for determining

whether imports from Russia and other NME countries were being

dximped. Essentially, NME dumping is determined based on a

comparison of the U.S. price of a Russian import with the

product's hypothetical cost of production, calculated by

estimating what the product's key production inputs would have

cost if purchased in one or more "surrogate" countries — market

economy countries deemed to be at a comparable level of economic

development.

In practice, the method by which these surrogate

countries are determined is pretty much of a "black box"; nobody

can predict before a case is filed which countries will be

selected as the surrogate. For example, in the recent Uranium

case, the dumping of Russian imports was calculated based on the

cost of inputs in Namibia, Canada, the United Kingdom and

Portugal. In fact, all of the CIS countries subject to that

Uranium investigation — Kazakhstan, Kyrgyzstan, Tajikistan,

Ukraine and Uzbekistan — were considered at a comparable level

of development to these four countries. Similarly, with regard

to China, another NME country, dumping has been determined based

on such seemingly random surrogates as Kenya, Pakistan, Bolivia,



88

- 10 -

Zamibia, Morocco, Indonesia, the Philippines, Sri Lanka and

Zimbabwe.

The NME Methodology is arbitrary and unpredictable, and

should be replaced; U.S. industry cannot determine whether it

meJces business sense to seek an antidumping remedy, which

typically involves the expenditure of hundreds of thousands of

dollars, and Russian exporters cannot predict what will be

considered dumping in order to modify their behavior. It is

important to note that after extensive hearings in 1988 the

Congress recognized this problem and attempted to reform the NME

Methodology through minor amendments of the antidumping law. My

message to you today is that the 1988 amendments have failed; the

U.S. antidvimping law as applied to Russia remains arbitrary and

unpredictable, and it is time to consider a new approach.

Similarly, other U.S. trade laws, such as the Market

Disruption law — which, although applicable only to "Communist"

countries, is still applied to Russia — and the possible

application of the U.S. countervailing duty laws chill U.S.

investment in Russia through creating substantial business

uncertainty.

In short, the implementation of the U.S. trade laws

against Russia must recognize that slapping onerous trade

restrictions on Russia's most promising industries without regard

to their impact on the Russian economy may not be consistent with

our overall trade, investment and national security interests.

It is my belief that during the period of Russia's transition to

a market economy, trade disputes between the United States and

Russia are best addressed through consultations instead of rigid,

adversarial legal proceedings. Currently there is no formal
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echanisn for such discussions. To the extent litigation is

invoked, the rules applied should be adapted to reflect Russia's

status as an economy in transition. This might include a

preference for calculating dumping based on actual prices and

costs wherever practicable, and a willingness to use as much

production and cost data as is available. (Currently, the rule

is that unless the Russian government — inappropriately viewed

as controlling the exporting industry — provides timely and

complete responses to all antidumping information requests, none

of the data submitted is used, and dumping is calculated based on

the "best information available," typically the U.S. petitioner's

data) . Or perhaps better yet, the entire exercise of deteinnining

whether or not "dumping" has occurred should be scraped, and

replaced by a straight injury test — possibly using the "serious

injury to a U.S. industry" standard applied in the context of so-

called "safeguards" actions under U.S. law.

All of these issues and proposed solutions are

discussed at greater length in the study my firm, Steptoe &

Johnson, prepared for the U.S. - Russia Business Council. I am

certain the Council will be happy to provide this Committee with

a copy of this study as soon as it is publicly released.

Needed Reforms of Russian Laws

Many catalogues of deficiencies in Russian laws

affecting foreign investment have been detailed by various

players. In fact, lawyers from all over the US (and Europe) are

offering to help the Russians write new laws and even their

constitution. My advice is to focus on a few key areas. These

are as follows:



90

- 12 -

Number one is implementation and enforcement. Adequate,

if not perfect, laws exist in regard to bankruptcy, the

protection of intellectual property, the registration of liens,

the definition of companies' and citizens' rights vis-a-vis the

state in economic matters and so on. Russia needs massive

assistance in educating the pxiblic about its rights under these

laws and in implementing and enforcing them. In fact, a five

year business law legal aid program is desperately needed.

Ntimber two is the rationalization of court and

arbitration procedures. Private commercial activity has reached

the point where disputes are occurring daily. Yet the rules and

resources for resolving these disputes are inadequate. Both

administrative and financial assistance is required to meet this

need .

Number three is the definition of property rights,

particularly real property rights. To some extent, this is

because the underlying laws are unclear; it is also caused by the

lack of effective land registries, title companies, lien

recorders, mortgage instruments, insurers, etc. Until these

needs are addressed, capital generation will be retarded.

Number four is the need for a less onerous tax

structure but one that is uniformly enforced (which will collect

more taxes at lower rates) .

Finally, to protect the foreign investor while these

changes are being effected, Russia needs to set up a supra-agency

that can resolve the contradictions between and among various

agencies and laws and regulations and that can answer the often

asked question of "how can I comply with the law," giving

definitive answers to questions such as social security taxes.
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Mr. Spratt. Mr. Conn.

STATEMENT OF RICHARD A. CONN, JR., MANAGING PARTNER,
LATHAM AP^ WATKINS, MOSCOW, RUSSIA

Mr. Conn. Thank you, Mr. Chairman, members of the sub-
committee. It is a pleasure to be with you here today.
Mr. Vargo indicated that he considers himself an optimist. I

guess since I live in Russia with my wife and two children, I would
fall into that category as well. Over the last 2 years running our

firm, we have had in the Moscow region, as well as through other

regions of the CIS, an opportunity to work with a variety of dif-

ferent groups.
It has included, of course, the U.S. companies that are active in

that marketplace and a variety of other foreign companies that are
active in Russia and the CIS in general. It includes to some degree
U.S. AID; we do pieces of their projects. We do work with various
reform camps within the Russian Government; and we are working
with a variety of Russian private companies.
Our experience really starts back, I would say some 10 years ago,

when we started our practice in that region. Although we have onlv
been open for 2 years, which is when we landed on the ground with
our families, we have a practice of about seven or eight lawyers on
the ground there on a current basis and many participate from our
other regions.
The comments that were made about the difficulty of doing busi-

ness in Russia reminded me of an instance that took place about
a year or so ago where I had the occasion to have lunch with one
of the many consultants provided by our government to Russia, a

gentleman who I think felt that things were going just great. He
was working with a Russian interpreter that had been provided to

him by one of the ministries and everything was going great during
lunch until we started to order.

It was a Western restaurant and the waitress spoke English. I

asked him what are you going to have to drink? He responded, I

will have a coke. We turned to the Russian interpreter and I said
to her what would you like to drink. Her response was, vegetables.
At that moment I think it hit this gentleman that perhaps he had
not been making all the progress he had wanted to in his negotia-
tions with the Russians.

It is a difficult place to do business and it is extremely difficult

for all of the consultants that are flying in trying to pour in their

years of learning with the language difficulty and the tremendous
differences in terms of knowledge of different economic concepts.
What I would like to focus on briefly today is what I think we

are doing right over there and where I think we can be doing
things a bit better. The starting point of my analysis is not that
what we are doing in that region is an altruistic endeavor that is

going to move the reform process forward, although I think that
will be the case.

What I look at is the competitive posture of U.S. businesses and
as I see the issue it comes down to whether U.S. businesses are

going to be active over there and capture aspects of this market or
whether it is going to be our competitors, whom we see on a daily
basis, whether those are Japanese companies, English, Scandina-
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vian countries, Third World countries, India, and others, all very
active over there, all well ahead of us in doing brisk trade.

I am suspicious whenever I hear trade figures coming out of Rus-

sia. It is my experience the Russians are not the best at keeping
track of those types of numbers. Russia's borders are a sieve at this

point. There is tremendous trade going on with other countries.

U.S. companies are at a competitive disadvantage.
There are a variety of reasons for that. Our companies comply

with the Foreign Corrupt Practices Act, others do not. Our compa-
nies pay taxes, many others do not. Russian companies are notori-

ous for not paying taxes. That creates a major problem for U.S.

businesses trying to operate there.

The way I look at it, what we can do best in the United States

is just get out of the way of U.S. businesses and its operations over

there, and as you have seen from some of my recommendations,
that involves taking out of place different types of regulations that

are interfering with U.S. businesses and are no longer consistent

with U.S. policy.
That policy, as I understand it, is to promote trade. I think there

is an undercurrent here that bears some identification. I sense, cer-

tainly within the U.S. Embassy in Moscow, as well as just by read-

ing various pieces of legislation that are still in place, that there
is still an undercurrent of concern, that is, on the one hand, we
want to put a lot of eggs in the basket of moving Russia forward
and allowing industry to develop, and we know that they need tele-

communications to do that, computers to do that. Our clients need
those things—U.S. clients, to move forward.
On the other hand we still have nagging in the back of our minds

this idea that, well, what if we are wrong? What if the Iztankano
television station had fallen and we had bad guys back in there?

Where would we be at that point?
From the perspective of the U.S. community, at least those I am

familiar with over there, which is quite a broad spectrum, really
no one believes that we are going back, that is, that there is a real

risk of a return to a truly totalitarian socialistic system. This cer-

tainly is an ongoing risk that if reform does not move forward

quickly enough, and the United States can play some role in that,
we are running the risk that it will take a longer period of time
to break down the economic packages of control that the socialist

system has left in place, and we do create an ongoing risk of dif-

ferent power groups coming into place in Russia that would delay
reform over time, under the theory that they will somehow sta-

bilize the country.
What we are doing right now, as I see it, is we are certainly sup-

porting the Yeltsin team. From my perspective, I was one of the

happiest people sitting in Moscow when President Clinton did come
out and support Yeltsin in a very timely manner during that crisis.

That is one area where it made a big difference.

It is rare that the United States can do that. Usually our inter-

national influence is relatively limited in terms of its effect on the
Russian Government, but at moments like that, it makes a huge
difference, and it bears noting that that statement which followed

shortly after the statement by Secretary of State Christopher did
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a great deal to clarify that the United States was indeed supportive
of the steps that President Yeltsin was taking at that time.
The other things that we are doing correctly, as I see it, is we

are expanding our commercial capabilities in Russia. There are
those in the American community who still refer to the U.S. Em-
bassy as fortress U.S.A., a reflection of the view that the State De-

partment commercial sections, different government entities that
we have put on the ground, are not the most progressive in terms
of moving forward toward a commercial role in tnat marketplace.
We have, however, put in place already an additional, as I under-

stand it, six or seven commercial officers. Dale Slat who runs that
division has told me recently that they have got people now in a

variety of regions in Russia that provide needed support to busi-

ness, but I don't think we have vet really taken a hard look at
what other services are being performed over in that embassy and
throughout Russia from the governmental standpoint, U.S. govern-
mental standpoint, that perhaps no longer are needed, where they
might be shifted over to a more commercial utilization.

We are, in addition, helping U.S. business on a case-by-case
basis. I can tell you that we have had instances where the commer-
cial section, as well as Ambassador Pickering, has been directly

helpful with U.S. corporations, our clients, in resolving difficulties

with the Russian Government.
I don't mean to give the sense that that always works, but it can

help sometimes. We would love to see that type of attitude reflected

throughout the bureaucracy that we have put in place in Russia.
The other thing that we can do from the perspective of United
States support in Russia is we can give better focus within the em-
bassy community on problems that are common to U.S. businesses
and work those problems together, not just from a government-to-
govemment perspective, but just to help with coordination so that
the business community itself can focus with the Russian Grovem-
ment authorities on tax issues, for example.
Now, this is beginning with the American business club activi-

ties. We are starting to see better coordination there, but still we
don't have quite the linkage that we ought to have in that commu-
nity with the embassy. An additional point that bears mentioning
is that it is extremely positive to have the congressional delega-
tions, such as yours, Mr. Chairman, meeting with members of the
business community when they came over to Moscow.
There is a saying, a critical one that one hears periodically,

which is when the German Government representatives come over,

they come to Russia to do business, when ours come over, they
come to do politics, and it is very healthy to see that type of contact

going on, both with those large business, as well as with medium
and smaller businesses that are operating successfully.
But the real emphasis in terms of what we can do now is not

necessarily trying to influence the many problems and areas of con-
cern that the Russian Government has created, and we could spend
hours going through all of the obstacles to trade that Russia has,
over the course of 70 years, come up with.
Rather what we have control over ourselves is our own legisla-

tion. The tEix treaty is a good example. It is a rare conversation
that I have in Moscow with a business leader which does not get



94

to double taxation issues. What is the Senate doing with the tax

treaty right now? Why hasn't it been ratified? That is in our court
at this point, and that is just a starting point. We hear criticism.

The fact that many other industriahzed countries, U.S. competi-
tors, are able to operate in that market without having to pay ex-

patriate taxes, is a huge advantage. We hear in addition that many
U.S. companies are not able to compete effectively with foreign
companies because of the support they get from their governments.
That is, that the terms, for example, OPIC insurance, OPIC financ-

ing, Exim financing, simply are not competitive with those of other
countries. But I don't want to put too much emphasis on that, be-
cause while on the one hand there is no question that we do need
to provide infrastructure, legal, commercial law structures, infra-

structure for the banking system, et cetera, long term that should
not be the emphasis of our work in that region.
The most effective way that we can create business opportuni-

ties, both for Russians and for Americans, is simply by supporting
U.S. business itself. Over time, it would be my hope that the U.S.
AID programs, which are up and running now, have done a good
job in getting themselves set up, OPIC, same, Exim, that those,
over time, will play far less a role. And I would want to speak
strongly against the idea of creating more bureaucracy at this point
in that region.
Good tax cuts would do a lot more to get U.S. businesses over

there than channeling the money through these various entities
and trying to help U.S. businesses get on the ground over there at
this stage.
But there are some specifics since we have these structures in

place. We talked this morning already briefly on your first panel
about the prospect of OPIC taking equity. That would make a dif-

ference. In addition, Exim has now backed off its position that it

needs Russian Government guarantees in order to move forward
with its transactions.

I have always wondered about that, why anyone would want
guarantees from an insolvent entity is beyond me, but in all seri-

ousness, right now we have very gpreat difficulty in getting a

straight answer to the question, how much money has actually
been disbursed, say from Exim, of those funds authorized by Con-
gress to help U.S. businesses.
We don't know whether we have an EBRD-type situation where

money is basically sitting there and is not coming into the country
for business purposes.
The other types of problems that we see are related to COCOM,

and here I do think there is a great deal that could be done. We
have a project now where just yesterday afternoon we were talking
in London about the need to set up telecommunications facilities in

an outer region of Russia in order for a major, major project that
would provide a lot of jobs in the United States to proceed.

I am certain that my clients have no idea what problems they
are going to face at this stage to get this set up, actual teleconfer-

encing facilities to be able to see the Russian party and really get
a venture moving on the ground.
The computer issue is also a big one. We have clients tell us fre-

quently that they are able to go out to the stores in Moscow and
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pick up pretty much anything they want at reasonably high prices,
but they are absolutely unable to bring in anything from the Unit-
ed States or from England, even though those are precisely the

same machines, and we are finding that, you know, it is the black
market opportunities that really are driving the economy over

there, and that good solid American business is having trouble get-

ting access, simply because of the COCOM regime at this stage.
I would like, as we get into the question and answer period, to

take on some of the discussion that we had respecting reform of the

banking system and issues like that. There, too, I feel strongly that
it is not the right way to handle this is simply to be consulting
with the Russian banking institutions and trying to tell them how
to become better. The way to do that is to let folks like Bank of

Austria, Citibank, Chase, who are up and running now in that re-

gion, compete effectively with those Russian banks, break the pro-
tectionist structures that Russia has set up, and let them start

competing with other organizations.
Mr. Spratt. If I could interrupt you, my impression from what

they told us when we were there is that they have representational
offices and not functional offices there. They are there to maybe
originate loans or represent customers of the bank in the United
States or Europe, but they don't really engage in transactional

banking there.

Mr. Conn. It varies. Bank of Austria and Dialogue Bank are

pretty much fairly operative at this point, although they choose not
to make a lot of loans simply because they don't get things like

deeds of trust and they are not able to record anything.
On the other hand, Citicorp and Chase did just get their licenses

from the Russian Central Bank in order to engage in relatively full

banking opportunities. That was over the strong objection of cer-

tainly the Supreme Soviet prior to its demise, as well as to the

Central Bank itself and numerous banks in Russia.
You need to keep in mind, of course, here that this has been an

industry that they have controlled themselves. They are not taking
a macroeconomic view of trying to facilitate the income of private
dollars to be converted into rubles for investment in Russia.

Their concern is maintaining their lock on the financial markets
in Russia, and they have been extremely resistant to competitors

coming in. The best sign I have seen of changing times is, I would

say, a radio announcement I heard driving to work earlier this

week and that was from Mos Business Bank, one of the Russian
banks. I was stunned to hear they were actually advertising for

customers.

Now, that says a lot about what is happening over there. If they
are thinking to themselves, gosh, maybe we need to attract busi-

ness here to our bank, that is the first step in their efforts to go
down the road, to get fax machines, to figure out why you need
checks in a society and to figure out how you go about doing those

things. I think that is much more effective than any government
programs where we simply offer them advice. Well, I have gone on
with many different comments. I would be delighted, needless to

say, to respond to questions afler the other speakers have spoken.
Mr. Spratt. Thank you, very much indeed.

[The prepared statement of Mr. Conn follows:]
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EXECUTIVE SUMMARY

OF TESTIMONY OF

RICHARD A. CONN, JR.

Before the United States House of Representatives

Conunittee on Government Operations

Subcommittee on Commerce, Consumer and Monetary Affairs

November 5, 1993

As reform progresses and the world witnesses the emergence of a revitalized

Russia, the United States will benefit from the emergence of a significant, untapped market

in which American products, facing stagnant or declining demand at home, find a new area

of significant growth. There are many obstacles to trade between the United States and

Russia, however, which must be overcome before we reach the promised land. These

obstacles emanate from both sides of the Atlantic. Very briefly, the following are some of

the more significant areas upon which to focus:

I. Russian Barriers

A. Uncertain or Nonexistent Commercial Laws

B. Unpredictable and Unfair Taxes

C. Unclear Ownership of Property and Other

Assets
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D. unclear Jurisdiction Between Governmental

Entities and Subdivisions

E. Inconvertible Rouble

F. Weak and Unreliable Banking System

G. Lack of Commercial and Maricet Information

H. Weak and Deteriorating Infrastructure

I. Xenophobia

n. American Barriers

A. Cold War Legislation (Jackson-Vanec

Amendment and COCOM-associated export

controls)

B. Inadequate and/or Untimely Financial

Support for U.S. Business and Russian

Legal and Economic Infrastructure

(Exim Bank, OPIC and U.S. AID)

C. Inadequate or Non-existent Bilateral

Treaties (Investment Treaty and Tax

Treaty)

D. Anti-Dunq)ing Actions

m. P<yr>mmffTv;la^9T^$

A. Continue to exert pressure on ExIm Bank,

Opic and U.S. AID
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B. Review and repeal antiquated Cold War

legislation

C. Ratify Tax Treaty and pressure Russian

ratification of Investment Treaty

D. Encourage American Embassy representatives and

persomiel to be more responsive to problems of

U.S.business in Russia.
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Statement of Richard A. Conn, Jr.

Partner

Latham & Watkins

Before the United States House of Representatives.

Committee on Government Operations

Subcommittee on Commerce, Consumer, and Monetary Affairs

Mr. Chairman, Members of the Subcommittee, thank you for the opportunity

to submit this statement as part of the record of your hearings regarding trade with the

Russian Federation. My name is Richard A. Conn, Jr. I am the Managing Partner of

Latham & Watkins' Moscow office. I am responsible for Latham's practice within the

Commonwealth of Independent States ("CIS") and reside in Moscow with my wife and

children.

Prior to moving to Moscow approximately two years ago, I learned the

Russian language and culture through business dealings and formal education in Russia

stretching back to the twilight of the Brezhnev era in the late 1970's. In the CIS, our firm

works with U.S. AID, Russian governmental teams and private U.S. and Russian companies

engaging in a broad range of business activity. It is a pleasure to share with this

Subconmiittee some personal thoughts regarding U.S. trade with Russia based on my

experience in the Russian marketplace.
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I. Introduction

E>espite its wealth of natural and human resources, and despite its former

status as a world superpower, Russia today is aptly analogized to a large insolvent company

struggling to survive. For years it has made a decreasing volume of products of uneven

quality, despite a lack of demand for such products, and has carried a workforce far in

excess of its production needs. To reorganize, management must make major changes.

Creditors and lenders can influence management in significant ways, but the decisions of the

management will be made internally. In this sense, the burden of successful reorganization

truly falls on Russia itself. Yet, as a creditor, the U.S. can positively influence the

reorganization process and outcome.

Obviously, U.S. assistance in reorganizing Russia is not an altruistic endeavor.

Such a reorganization benefits not only Russia, but also those who trade with Russia. The

U.S. has looked and should continue to look at the reorganization of Russia as a benefit to

the American economy and trade portfolio as Russia transforms itself into a revitalized

trading partner. More importantly, there are vital defense and policy beneHts inherent in the

success of Russian revitalization and reform.

What I see on a daily basis and what I will testify about, is how U.S.

companies and their U.S. based enq)loyees beneflt from U.S. support of Russian reform. An

example that comes readily to mind is one of our U.S. clients which sells millions of dollars

worth of U.S. product in Russia every day. This product is made in previously underutilized

facilities in three U.S. states. These U.S. facilities have employed hundreds of new

employees to meet demand in this new market. Russia represents one of the last significant
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untapped markets for American goods and services. Sales in Russia represent more jobs and

economic growth at home.

This Subcommittee is perhaps asking itself the same questions asked by

creditors and potential lenders of a Chapter 11 company that cannot be liquidated. What

steps can we take to reorganize this entity? How do we safely put money in? How do we

know it will be properly used? I submit that supporting U.S. business activity in Russia is

the best answer to these questions. It helps our own economy very directly and is an

effective mechanism for promoting the economic, social and political restructuring already

well underway in Russia. Of course, providing funds, as Congress has done through U.S.

government programs, for infrastructure reform (i.e., legal, banking, accounting,

transportation etc.) is a necessary initial investment which should pay dividends as U.S.

businesses take advantage of an increasingly familiar environment.

Where possible, however, allowing American business to lead the way will be

the best policy for the U.S. and for Russia. Private investment is preferable and more

efficient than public subsidy in general. This generality is even more tnie in Russia because

of the political and economic climate. To provide assistance to U.S. business in Russia, we

must fu^t have a clear picture of the barriers that must be overcome.

n. Russian Barriers to Foreipn Trade in the Russian Federation

The barriers to foreign trade in the Russian Federation are well-known to

experienced investors. These include: the uincertainty or absence of adequate laws and

regulations, unpredictable and/or punitive taxes and fees, unclear ownership and
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jurisdictional disputes, currency inconvertibility and financial illiquidity, lack of commercial

and market information, as well as severe weaknesses in infrastructure.

A. Uncertainty or Lack of Laws and Regulations.

The absence of cogent and uniform commercial laws is the most serious

barrier to Western trade and investment. Perhaps because of the tumultuous and ongoing

political change of the last three years, the laws that do exist are conflicting, overlapping

and/or ambiguous. Decrees and directives are promulgated by a multitude of governmental

entities on a daily basis. Many of these laws contradict earlier laws, and each other. These

laws are inadequately communicated to and understood by the public. Assiuning one has

heard about a law, perhaps through newspapers or journals, it is a major feat to obtain copies

of such laws on a prompt basis. Lastly, enforcement of laws is sporadic and inconsistent.

These circumstances create a highly uncertain environment for business negotiations and

investment. Without enforceable, understandable and easily accessible commercial laws.

Western businesses are forced to operate with uncertainty and at increased risk.

B. Unpredictable and Unfair Taxes

Perhaps the biggest imcertainty lies in the area of Russian tax law. Taxes have

been imposed on all types of business transactions at an alarming rate over the last two years

making many investment projects, even those already underway, commercially unattractive.

Some examples include profit and wage taxes imposed on joint ventures, export taxes

required to be paid in hard currency, and a recently instituted mandatory 50% conversion of

certain hard currency earnings.
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One small exaiiq>le of unfair tax treatment is the Russian authorities' recent

position that accredited foreign finns doing business in Russia must contribute to Russian

social funds (e.g., health, disability, pension funds) on behalf of their expatriate employees.

These social contributions amount to 39% of an employee's wages or salary. In light of the

facts that (1) no expatriate I know will ever make claims on these funds (they will not be in

Russia long enough to collect a pension and will understandably avoid Russian health care at

all costs), and (2) expatriate labor, because of living allowances and so forth, have a higher

taxable income than even their American counterparts, not to mention their Russian

counterparts, this seems to me an overreaching attempt at American expense.

C. Unclear Ownership and Jurisdictional Tssy^

One of the most common concerns of U.S. investors doing business in the

Russian Federation is the jurisdictional uncertainty pervading every level of government. It

is often unclear who is authorized to approve a particular transaction, and what governmental

bodies or agencies have jurisdiction over licensing of various business activities. The

problem is that the Russians themselves do not know who is in charge of what. Many

companies get caught in negotiations between various levels of Russian government

subdivisions, and/or between the Federal and regional authorities, all of whom haggle over

their cut of the con:^)any's profits and hard currency earnings.

A recent exanq>le of this problem is the Mayor of Moscow's claim of

exclusive jurisdiction to accredit foreign firms doing business in Moscow for a hefty fee of

$7,500 per year. (This is not unlike the Secretary of State of Delaware charging $50,000 to

8
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establish a coiporadon.) Yet, federal law gives jurisdiction over this activity to several

federal Ministries and other entities, who typically charge between $0-2000 for registration.

Foreign firms must decide how to handle this conflict. It would be an expensive proposition

to comply with all conflicting demands, and often it is not even possible to do so.

D. Currencv Inconvertibility and Financial piigtiidjty

Currency inconvertibility remains a major barrier for U.S. conq)anies,

particularly in export transactions. Hard currency repatriation is a key to a company's ability

to make a rebim on its investment. The near total failure of operating payment systems in

Russia makes it difficult for new business to be conducted. During the collapse of the

Russian International Bank, many hard currency holdings of Western companies were frozen

and eventually lost. This had a chilling effect on new foreign investment. Although there

are some means of rouble convertibility in short term investment strategy, such as through

state auctions, and although the sibiation has improved considerably over the past several

months, in general the situation remains confused and the repatriation of profits remains

problematic.

The lack of a reliable and predictable banking system makes it very difficult to

do business in Russia. Most Russian bankers are unfamiliar with such basic financial

instruments as checks or Letters of Credit. Imagine doing business in a country where no

one accepts or uses checks and where it may take months to receive a wire transfer of funds

fium the U.S. If money is lost in the Russian banking system, it may never be found.

Interest rates are negligible in the face of near hyper-inflation. Bank service is basically non-

existent ~ one must still wait in the proverbial Russian line for hours to physically withdraw
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funds. Only recently have foreign banks made any progress in their efforts to obtain

peimission to provide financial services in Russia.

E. l^c^ 9f Comtnercial and Market Information

The lack of good commercial information has long been a hinderance to U.S.

businesses attempting to <q>erate in the Russian Federation. In addition to a lack of good

legal information, there is very little in the way of reliable sources for information on the

activities of would-be Russian partners, or the economic viability of Russian companies in

which U.S. businessmen would consider investing. The influx of foreign lawyers,

accoimtants etc. is gradually addressing this problem.

F. Severe Infrastructure W«ilm^«fg^

The lack of Russian infrastructure has long been known to U.S. con^Muiies

doing business in Russia. The principal areas of weakness include the Russian

telecommunications, postal, and transportation systems. Even today, making a telephone call

or sending a fax is not a completely reliable activity in Moscow. The postal system cannot

be utilized because it is doubtful that letters posted will ever reach their destination, even in

the same city.

Transportation within Russia remains problematic. Most routes and means of

transportation still adhere to the old Soviet practice of only allowing the traveller to purchase

a one-way ticket, requiring the traveller to scurry to purchase the return portion when he or

she reaches his or her destination.

While there has been an increase in Western-standard hotels and food in

Moscow and St.Petersburg, such luxuries are still limited even in those cities and non-

10
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existent elsewhere. Of course, the cost of such goods and services is exoibitant. Moreover,

while the Russian workforce is highly educated, it is still difficult to find Western quality

staff and employees. Training costs can be significant. Lastly. U.S. conqanies have been

restricted in growth because family concerns such as security, housing, schooling, food and

sense of commimity make it difficult to attract expatriates.

G. Conclusion

It is no secret that the former Soviet Union did few things as well as erecting

barriers to trade. Setting i^ a currency system that was not convertible into foreign currency

and which set at least four different values to the domestic ruble yielded a hostile trading

environment. The socialist economic and political overlay, combined with officially

encouraged xenophobia, sharply curtailed trade with all but a few nations.

Russia is itself now moving on many of these problems. One importalit effect

of the recent d^^^'"a"t^ing of the Supreme Soviet is increased control by reformers over

Central Bank policy. Though it is difficult to shut off government credits, this painfiil

process is moving forward. Privatization has proceeded rapidly. The predicted adoption of

a new constitution should establish clearer lines of responsibility for legislation, tax authority

and many other matters that affect the creation of a market economy.

No matter what the United States Congress does, it will take time and the

workings of Russian internal politics to dismantle the old system. Nonetheless, there are

steps the U.S. can take to assist U.S. businesses in Russia in addressing the obstacles

described above during this transitional period. It can encourage its embassies and

representatives that politics is not their sole charge in Russia. Assisting U.S. businesses in

11
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resolving these and other problems should be a major focus of embassy activity.

Ambassadors Strauss and Pickering are excellent models for this approach. Ambassador

Pickering, for exanq)le, meets firequently with members of the business community. The

Commercial Section Ocd by Messrs. Slaght and Winkelman), working with Ambassador

Pickering, recently helped a major U.S. company to overcome a major export/import

problem with the Russian govenunent. This type of assistance is what we need at all

embassy levels.

m. IT <> Impediments to Trade and Investment ^p the R^.«!siai^

Federation

Although the United States Government recently has made great strides in

improving trade relations with the Russian Federation, there is more work to be done before

substantial U.S. investment in the Russian Federation will be made. From the perspective of

leading U.S. businesses with existing operations in the Russian Federation, the most

significant impediments include lingering cold war legislation, impediments in U.S. financial

assistance programs, bilateral treaties, GATT admission, and export controls. The U.S.

government is doing the right thing in supporting President Yeltsin and other reformers in

Russia. Our legislation should be consistent with that policy.

A. Lingering Cold War Legislation

There are govenunental laws still in effect from the cold war days which now

impede American firms' abilities to compete with European and Asian companies in Russia.

One example of such legislation is the Jackson-Vanec amendment, which links U.S. trade

initiatives to Russian immigration policies. At the Vancouver summit, and again at the

12



108

Tokyo G7 meetings, President Clinton gave his commitment to reassess this law. Congress

has already agreed to work with the Administration towards the ultimate elimination of the

Jackson-Vanec amendment.

As a prominent member of COCOM, the multi-govenmient organization which

coordinates export controls on the former East Bloc, the U.S. restricts a good deal of

computer aiKi telecommunications technology, some of which may have very little potential

to contribute to Russian military capabilities. Still, these products are
restricted exports,

even to U.S. companies operating in Russia and the other CIS republics. The Department of

Commerce has recently established the "COCOM" co-operative fonun to open up export

control dialogues with Russia in the furtherance of developing export controls in the Russian

Federation. This makes good sense. The U.S. government should continue its efforts to

decontrol these technologies and should urge its co-members to limit controls only to those

essential technologies that significantly threaten national security.

Senior executives at several U.S. telecommunication companies operating in

Russia see the technology transfer issue as a red herring. They feel that Russia has, can get,

or can produce pretty much whatever it wants in high tech fields. The result is that Russia

imports what it wants fix>m non-U. S. suppliers, and U.S. companies lose their business.

While these conq>anies have their own axes to grind, their views and information should play

a part in U.S. decision-making regarding COCOM.

B. Financial Support for U.S. Businesses

Recently, the United States moved forward in providing flnancial assistance

programs. Indeed, the U.S. Congress recently approved 2.5 billion in economic aid to the

13
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Newly Independent States, much of which will be devoted to programs in the Russian

Federation. Additionally, the U.S. recently repealed the Stevenson Amendment which placed

a $300 million limitation on Exim Bank credit and guarantees.

The real problem, however, is the ability of these agencies to push forward

with concrete programs utilizing the money provided. This is the most common complaint I

hear in Moscow regarding U.S. assistance. The ExIm Bank itself, for example, has

experienced great difficulty in arranging for financing, in large part, because it insisted on

Russian Government guaranties. I understand that the Exlm Bank no longer requires such

guaranties. Out of total funds allocated for Exlm Bank programs in the Russian Federation,

it appears that very little has actually been utilized. We would urge that Congress continue

to exert healthy pressure on the Exlm Bank and OPIC in providing financial assistance to

U.S. companies pursuing transactions in the Russian Federation. Suggestions include

lowering the standards for Exlm Bank financing and permitting OPIC to take equity

positions.

U.S. AID has a strong team in Moscow, headed by Jim Norris. Its

commitment to legal reform is vital to U.S. business activity in Russia and the Russian

reform process itself. Several projects are now underway. Unfortunately, due to

bureaucratic delays inherent in any large agency, U.S. AID has tended to move slowly in

Russia.

C. Bilateral Treaties

Another area for Congressional focus should be the completion of bilateral

treaties currently under consideration or awaiting ratification. In 1992, the U.S. granted the

14
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newly-foimed Russian Federation "most favored nation* status under the U.S.-USSR Trade

Agreement which was signed in 1990. That was a good beginning, but must be followed by

the full ratification of a 'Bilateral Investment Treaty" and a "Bilateral Tax Treaty." An

investment treaty between the U.S. and the Russian Federation has already been negotiated

and ratified by the United States and is currently awaiting ratification by the Russian

Federation. The U.S. should continue to press for its adoption by President Yeltsin or by

the soon-to-be-elected legislative branch.

The tax treaty, on the other hand, is in our court. A bilateral tax treaty has

been signed by both U.S. and Russian negotiators, but has been ratified in Russia only. I

would urge expeditious Senate approval. We are one of a very few countries which lacks a

modem tax treaty with Russia. This places U.S. businesses at a distinct disadvantage with

our foreign competitors.

Longer term tax issues should also be considered. Rather than routing tax

dollars levied on Russian-earned foreign source income to the U.S. government, then to

OPIC or the Exim Bank and then back to U.S. companies, U.S. business would compete

more effectively against other foreign companies by an up-iront tax reduction with respect to

its activities in Russia. This more direct approach is taken by many developed countries.

D. Anti-Dumping

In 1992, the U.S. government was involved in a number of anti-dumping

actions against the Russian Federation. These principally involved such products as uranium,

ferrosilicon, luea and titanium sponge. While the details of these matters are beyond the

scope of this statement and anti-dumping is a notoriously complex area, it is important to

IS
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mention that already delicate trade relations with the Russian Federation could be

significantly worsened if anti-dumping measures proceed on this course. A developing

country like Russia must be permitted to take advantage of its low labor costs to produce and

sell its products. Rigid application of anti-dumping laws to Russia conflicts directly with

U.S. efforts to assist Russia's economic growth and ultimately harms consumers by

interfering with competitive market activity. I would urge the U.S. government to take great

care in any anti-dumping measures it would inq>ose against Russia and strive wherever

possible to reach suitable agreements to resolve these issues.

E. Conclusion

In the opinion of many U.S. businesses, the above-mentioned inq)ediments are

those which principally stand to prevent normal commercial relationships. The U.S.

government has a major role to play in eliminating barriers to doing business in the Russian

Federation and reducing the risks that now preclude substantial investment.

In this regard, U.S. companies want assistance in being put on an even-footing with

European and Asian companies doing business in the Russian Federation. We are still far

behind those countries in the Russian market.

IV. R^tju^mendations

The restructuring of the Russian Federation affords excellent business

prospects for U.S. companies. The environment is, however, competitive as companies

headquartered in Europe and Asia aggressively pursue opportunities. Tte U.S. has already

taken steps to assist U.S. business in accessing the Russian marketplace, but there is more

that can be done.
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First, Congress can exert constructive pressuft on OPIC and the Exim Bank to

put more dollars allocated for use in Russia to worit.

Second, a similar examination of U.S. AID's activity in Russia might result in

more U.S. AID projects moving forward on an expeditious basis.

Third, Congress can review CCXTOM and other Cold War legislation to be

certain that the goals of such legislation remain valid and achievable. Care should be taken

to be certain that the effect of such legislation is not merely to place U.S. companies in a

Don-competitive posture vis-a-vis other foreign corporations.

Fourth, the new Russian/U.S. tax treaty, pending before the Senate, can be

ratified.

Fifth, Congress can encourage U.S. representatives in Russia (permanent and

visiting) to focus even greater attention on how they can help address a panoply of Russian-

generated obstacles to trade with the U.S.

Notwithstanding all of the problems written about Russia in the Western press

and discussed above, U.S. business is doing well in Russia. With continued political and

financial support of the U.S. Government, trade with Russia should increase dramatically

over the next few years.
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RICHARD A. CONN. JR.

Richard A. Conn, Jr., Managing Partner of Latham & Watkins' Moscow

Office, has lived and practiced law full time in Moscow for approximately two years. Mr.

Conn is a fluent speaker of the Russian language, having studied the language both in the

U.S. and in Russia. He has been active in Russia since the late 1970's.

His practice encompasses extensive representation of U.S. and Russian

companies in transactions involving the former Soviet Union. He has represented major

U.S. corporations in transactions in such areas as telecommunications, real estate,

acquisitions, film, publishing, and export/import. Mr. Conn counsels certain teams within

the Russian government on legal reform, constitutional issues and democratic reform.

Mr. Conn frequently lectures and writes on doing business in the CIS and has

addressed this subject on national Russian television.

Prior to moving to Moscow two years ago, Mr. Conn beaded the Finance

Department of Latham & Watkins' San Diego office, participating in the fum's national

bankruptcy practice. He has extensive experience in restructuring and insolvency-related

matters. Mr. Conn co-authoied Collier Lab9r ^ ,
^w ynd the Bankruptcy Code , published by

Matthew Bender.

Mr. Conn joined Latham & Watkins in 1984 after serving as a law clerk to the

Honorable Gordon Thonq>son, Jr., the Chief Judge of the U.S. District Court. Southern

District of California. He is a member of the American Bar Association, Business

Bankruptcy Committee, International Banknq>tcy Subcommittee, and the California-USSR
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Trade Association. Mr. Conn earned his Juris Doctorate degree at Fordham Law School,

where be was a member of the Fordham Law Review. He graduated with a Bachelor of Arts

degree in 1979 from Dartmouth College.
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Mr. Spratt. Mr. Krieble.

STATEMENT OF ROBERT H. KRIEBLE, CHAIRMAN, THE
KRIEBLE INSTITUTE OF THE FREE CONGRESS FOUNDATION
AND PRESIDENT, KRIEBLE ASSOCIATES, INC.

Mr. Krieble. Thank you, Mr. Chairman. Picking up on what Mr.
Conn has just said, I think my chief role here is explain what the

private sector can do in order to help make Russia and the other
CIS better trading partners for the United States and for other
Western countries, particularly in the area of education.

I organized the I^eble Institute in 1989 with the mission of pro-
moting freedom and democracy in a market economy in the area
of the former Soviet empire. I fund it privately and it has no con-
nection with any government agency.
Our educational program consists in part of a series of dual semi-

nars, 3 days each: One, running on political technology, how you
win elections, how many issues, how many candidates, how do you
get volunteers; and, one on how to start a business in a market
economy with very little money.
And of course most of our little businesses in the United States

started with very little money, only what you could borrow from
neighbors, but the Russians have this enormous inhibition that you
have to have a million Deutsche marks before you have any chance
of success. And our purpose is to get them over that inhibition.

Paul Weyrich is my partner and president of this institution. Of
course he has done a great deal of political work in congressional
campaigns, working with the congressional campaign managers,
and so when we go on a seminar tour, he brings three professional
congressional campaign managers for a couple of weeks, and I

bring three businessmen who have started with very little money,
have built a company of at least 100 employees.
They may have 10,000 now, and have done it all with retained

profit, only going to the well once for capital and that well being
neighbors.
We have given some 50 of these conferences around the old em-

pire. We have talked to over 8,000 people, and these are leaders
in their community, in all newly independent countries and eight
eastern countries that were part of the empire. We have visited 50
cities, some of them several times.

In the course of this activity in Russia, I have developed good re-

lations with people like Gennadi Burbulis who until recently was
Yeltsin's Chief of Staff, Arkady Murashev, at that time head of the

interregional g^oup of deputies of the All Union Soviet. Remember,
it was that group that really spearheaded the democratic move-
ment in the old Soviet Union.

People like Gavril Popov, former mayor of Moscow and Anatoli

Subchak, who is mayor of St. Petersburg today, and in the last few

years we have also gotten to know Yegor Gaidar and Mikhail
Polteranian and Sergei Krasvchenko, chairman of State Committee
on Ownership and Economic Reform, and Egiazarian, who is in

charge of small business development, Pilippov, in charge of social

and economic policy and Vladimir Schumeiko, Vice President of

Economic Reform.
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So we do get to the policy bankers, perhaps better than any gov-
ernment organization can do, and we do it on a friendly basis. They
come to our banquet after a seminar and engage for a couple of

hours in friendly conversation, perhaps over a vodka.

I do believe that this is a good way for the United States to go,

at no cost to taxpayers, and with no official support being required.
On these trips, we generally get to meet the mayor, the head of

the city council, the deputies to the oblast, regional and national

state Soviets and the leading figures in the economy, and of course

part of the trouble in making a functional democratic capitalistic

country out of Russia is the subdivisions, each of which has their

own parliament or Soviet, as they call it, and each of which draws

conflicting laws. There is inadequate coordination to make any-

thing happen.
I think we are unique in that we have a team of field representa-

tives, some 35 today, who are local people of established position
in their particular counties or oblasts. They know the mayor. They
know the leading businessmen. They know the political situation,
the business situation, the obstacles, and are very helpful to us,

and to the people who read our fortnightly newsletters as to what
is really going on in both politics and business in particular regions
and oblasts and even cities throughout the old empire.
We have occasional access to Yeltsin himself who feels some in-

debtedness to me for having personally made the case as to why
he should accept the invitation to address a joint session of Con-

gress when he was so upset that, as the Russian President, our
President Bush would not invite him.
He took the congressional invitation and sure enough, that

changed his whole image. Thereafter, he got that Presidential invi-

tation from Bush and it changed his whole image in the United
States fi-om being a bumbling heavy drinker to being a world-class

statesman.

My credentials as a businessman rest with the fact that starting
with a stock issue of $100,000, I built a Fortune 500 company with-
out having to raise additional capital. I did it with retained profits.
It is a solution to your economic problem if you are careful enough
to retain 90 percent of what you earn instead of passing it out to

shareholders, using it to build the business, make jobs, and develop
the economy. Today it is one of the Fortune 500 companies, and it

has never gone back to the well for more capital.
It has all been done with retained profit. As I explained to the

Russians, profit is not a dirty word. It is a source of most of the

good things that have come about in the Western world. Loctite

does business in 80 countries, and more than half the sales and
profits are derived from offshore, and it is a world-class company.

I would like to move on to the questions that were posed to me
by the chairman and ranking member, Congressman Cox. With re-

gard to the first question, the chief impediments that I have ob-

served to investment in Russia and the other New Independent
States are, first, a lack of legislation establishing the right of pri-
vate property under conditions that are enforceable by the courts
and are equally valid at the city, the oblast, the territory, and the
state levels.
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Terrible conflicts between these four different lavers of govern-
ment which have to be resolved by this soon-to-be-elected new par-
liament if we can expect real capitalistic progress to be made in

that area in my view. I believe only the Russian parliament can
solve that problem, and with the new elections coming up in De-

cember, I do have confidence that the ensuing Congress will enact
the necessary legislation to coordinate the associated legislation re-

quired at these three levels.

A second impediment is, of course, the lack of a stable and con-

vertible currency, and much has been said today about that. To cor-

rect Russia's currency problems, many economists have made the
case for the use of a currency board, which, of course, is the use
of foreign currency, including commodities, gold, oil, to provide real

backing for private money issued by this board.
In fact, the colonies before the United States was formed used

currency boards as their source of a medium for exchange and
some 60 nations are using currency boards. In fact, the czars of

Russia used a currency board for 20 years prior to the revolution.

Notable among those making these recommendations are Profes-

sor Stephen Hanke of Johns Hopkins, department of economics;

Craig Roberts of the Institute of Political Economy; and Richard

Rahn, former chief economist of the U.S. Chamber of Commerce, all

of whom are active in Russia and pushing this concept of a cur-

rency board to stabilize currency, stop this dreadful inflation.

I think it is the most practical way and the most time-honored

way, but the problem is a political one in that it does, of course,
reduce the power of the central government, and in view of the

long history, starting with the czars of Russia, that is going to be
a hard row to hoe. I make no claims to expertise in this field, but
I would respond to the question posed as to what Congress could

do to remedy the situation as follows: It seems to me that the inter-

governmental aid now being considered for Russia should be made
contingent upon the establishment of private property as a mini-

mum condition, and I would hope that it would go on to try to tie

in the adoption by Russians of a currency board as a means of sta-

bilizing their currency.
Without the removal of these two obstacles, I cannot believe that

trade and investment in Russia will progress very far or very fast,

and I am supported in this position by the many eminent U.S.

businessmen that have accompanied me on these seminar trips

throughout the former Soviet Union.
To your second question, the reasons I see for trade and invest-

ment in Russia, or other NIS, are largely focused on two points.

One is the enormous mineral resources of the area, in particular,
Russian Far East where there is gold and oil and all the metals

needed to produce high-temperature alloys, like the blades of jet

engines, which we are quite short of.

Also, as oil becomes scarcer, this should be a great opportunity
for the United States, which to my knowledge is the only country
with technolo^ to produce oil within the frozen tundra that over-

lies so much of Siberian oil. A vast part of the oil deposits in Rus-
sia are believed to be in that frozen ground where, through our

Alaskan developments, we have unique knowledge as to how to get
at that oil and commercialize it.
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A second major factx)r undergirding manufacturing operations in

Russia is their very low labor costs, combined with a highly edu-
cated work force. Labor in Russia is currently available, as you
may know, for $30 a month or less. It is cheaper even than Indo-

nesia. It is the very bottom of the lineup of countries in the world.

Now, their labor is highly educated, true, but it lacks motivation,
and hence it has low productivity. American personnel practices
should be able to overcome these obstacles and make Russia a pre-
ferred source for U.S. operations in Western European markets,
which are very substantial indeed, of course, not to mention even-

tually coming over across the Atlantic to the Americas.
Good quality control procedures, coupled with a piece rate system

of worker compensation, should do much to raise productivity and
the salability of Russian goods on global markets. There is little

trade at the present time between the United States and the New
Independent States, including Russia, even though the potential is

very large.
I know there has been discussion here of how that trade is grow-

ing, but it is growing from a very small base, I think we should
admit.
To the fourth question, I am not aware that the U.S. Government

is effective in improving trade and investment in the area. The sta-

tistics I see indicate that U.S. sales per capita to Russia and to the
New Independent States are still very small compared, for exam-
ple, to Germany and to Italy.

I would like to point out to the committee that presently the
GNP per capita in Russia, according to official numbers, is in the
bottom of the category of Third World countries. Can you imagine
a Third World superpower that exercised such influence over our
activities and our expenditures for so many decades, but we now
see that is a fact, it is a Third World country.
As the private economy develops, and I feel confident that will

happen, it is quite understandable to me that American companies
will be starting to jockey for position in a market which, because
of its population, is potentially large. But the time, I believe, is still

very early and business and government contacts may be more im-
portant at this stage than investment.
Investment is still very risky. Without effective legal support for

private property, I don't need to amplify on that.
I do believe that the CIS is porous and that this area is so hun-

gry for income that they will tend to welcome any buyer
—even for

peace endangering military goods with whom the United States is

reluctant or forbidden to trade.
There are, of course, many special situations which look attrac-

tive, and in this connection, I would suggest to the committee that

they obtain the testimony of Dr. Richard Rahn, a former chief econ-
omist of the U.S. Chamber of Commerce and now the president of
a little company called Novecon, which is devoted to exploiting
business opportunities in Russia in particular and other CIS. I

serve on his board, I should
say.

Now, that you know where 1 am coming from, I would entertain
any further questions.
Mr. Spratt. Thank you Mr. Krieble.
[The prepared statement of Mr. Krieble follows:]
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Testimony of Dr. Robert H. Krieble, Chairman of
the Krieble Institute of the Free Congress to the

Subcommittee on Commerce, Consumer & Monetary Affairs of the
House Committee on Government Operations

Friday, November 5, 1993
10:00 a.m.

My name is Bob Krieble, and I am Chairman of the Krieble Institute

of the Free Congress Foundation, located in The Heritage Foundation

building — 214 Massachusetts Ave., N.E.

The Krieble Institute was organized in 1989 with a mission of

promoting freedom, democracy and a market economy in the area of

the former Soviet Empire. I have funded it myself until recently,

when I solicited help from other interested private individuals in

order to meet the needs of our constant expansion.

Our educational program consists in part of a series of dual

seminars of three days each, running one on political technology

and one on how to start a business in a market economy with very

little capital. Paul Weyrich is my partner and President of this

institution. He runs the political seminar with the able

assistance of Vice President John Exnicios, and I have run the

business side; but I have just enlisted Mr. Thibaut de St. Phalle

to help — and eventually take over — on the business side. Mr.

de St. Phalle is a former director of the Export-Import Bank, first

holder of the Scholl Chair in International Business and Economics

at the Georgetown University Center for Strategic and International

Studies. He is a senior partner of Coudert Bros., International
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Law.

Our group ~ consisting of Mr. Weyrich, nyself, Mr. Exnicios and

Mr. de St. Phalle, as well as three Congressional campaign experts

and three businessmen who built substantial businesses from scratch

— travels for two weeks every two months. Since its inception

about four years ago we have held 85 conferences, training over

8,000 people in most of the newly independent countries and the

eight Eastern countries that were part of the Empire. We have

visited 50 cities, some of them several times.

In the course of my activity in Russia, which started in 1986, I've

developed good relations with Gennadi Burbulis, until recently

Yeltsin's Chief of Staff; Arkady Murashev, at that time head of the

inter-regional group of Deputies of the all vmion Soviet, which

group spearheaded the democratic movement; Gavril Popov, former

Mayor of Moscow; and Anatoli Subchak, Mayor of Saint Petersburg,

along with many other high-ranking officials. In the last few

years these have included Yegor Gaidar and Mikhail Polteranian;

Sergei Krassvechenko, Chairman of the State Soviet on Ownership;

Gevork Egiazarian, who is in charge of small business development;

Filippov who is in charge of social and economic policy; and

Vladimir Schumeiko, Vice President of Economic Reforin. On these

trips we generally get to meet with the Mayor and the head of the

City Council, deputies to the oblast, regional and national state

Soviets and the leading figures in the economy. We are unique in
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that we have a team of field representatives who are local people

of established position in their particular countries or oblasts.

One of our earliest representatives, in fact, ran Yeltsin's

campaign when he was elected President of Russia. We have

occasional access to Yeltsin himself, who perhaps feels some

indebtedness to me for having personally made the case as to why he

should accept the invitation to address a joint session of Congress

— which you will recall was the critical point in the change in

the perception of him in the United States from a bumbling heavy

drinker to a world class statesman.

My credentials as a businessman rest on the fact that starting with

a stock issue of $100,000, I built a Fortune 500 company without

having to raise additional capital, financing the growth solely

from retained profits. The name of the company is Loctite — now

around number 440 on Fortune's list of 500 biggest companies in the

U.S. It does business in some 80 countries, and more than half of

the sales and profits are derived offshore. It is world class.

Now I shall move to the questions as posed to me by Congressman

John Spratt, Jr., Chairman, and Christopher Cox, Ranking Member of

this Committee on Government Operations.

1. With regard to the first question, the chief impediments

that I've observed to investment in Russia and the other

newly independent States, are — first, a lack of

legislation establishing the rights of private property
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under conditions that are enforceable by the courts and

equally valid at the city, oblast, territory and state

levels. I believe that only the Russian Parliament can

solve this problem and with new elections coming up in

December, I have confidence the ensuing Congress will

indeed enact the necessary legislation and coordinate the

associated legislation required at the three lower

levels.

A second impediment is of course the lack of a stable and

convertible currency. To correct Russia's currency

problems, many economists have made the case for the use

of a currency board, which is the use of foreign currency

and/or commodities including gold to provide real backing

for the money. Notable among those making this

recommendation are Professor Stephen Hanke of Johns

Hopkins University Department of Economics, Craig Roberts

of the Institute for Political Economy, and Richard Rahn,

former chief economist of the U.S. Chamber of Commerce.

The private money of currency boards was indeed the

currency that was utilized by most of the colonies prior

to the formation of the United States. Currency boards

were also used by the Tsars in twenty years prior to the

revolution, and in sixty countries scattered over the

world.

While I make no claim to expertise in this field, I would
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respond to the question posed as to what Congress could

do to remedy the situation as follows: It seems to me

that the inter-governmental aid now being considered for

Russia should be made contingent upon the establishment

of private property as a minimum, and I would hope a

currency board in addition. Without the removal of these

two obstacles, I cannot believe that trade and investment

in Russia will progress very far or fast, and I am

supported in this position by the many eminent

businessmen that have accompanied me on these seminar

trips to the FSU.

To your second question, the reasons that I see for trade

with and investment in Russia or the other newly

independent States are largely focused on two points.

One is the enormous mineral resources of the area, in

particular the Russian Far East where there is oil, gold,

the metals needed to produce high temperature alloys for

such equipment as jet engine blades, and many other

scarce commodities. As oil becomes more scarce this

should become a great opportunity for the United States,

which to my knowledge is the only country with the

technology to produce oil within the frozen tundra which

overlies much of the Siberian oil deposits.

The second major factor undergirding manufacturing

operations in Russia is their very low labor costs
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combined with a highly educated work force. Labor in

Russia is currently available for $30 a month or less.

Their labor is highly educated but lacks motivation and,

hence, has low productivity. American personnel

practices should be able in time to overcome these

obstacles and make Russia a preferred source for Western

European markets. Good quality control procedures,

coupled with a piece rate system of worker compensation

should do much to raise productivity and the salability

on global markets of the resulting products.

3. There is little trade at the present time between the

U.S. and the newly independent States, including Russia,

even though the potential is very large if the above

points are served.

4. To the fourth question, I'm not aware that the U.S.

government is effective in improving trade and investment

in this area. The statistics I see indicate that U.S.

sales per capita to Russia and the NIS are still very

small, compared for example to Germany and Italy.

5. I would like to point out to the committee that presently

the GNP per capita in Russia according to official

numbers is close to that of many third world countries.

As the private economy develops, which I feel confident

will happen, then it's quite understandable that American
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companies will be starting to jockey for position in a

market which, because of its population, is potentially

large. The time, I believe, is still very early and

business and government contacts may be more important at

this stage than investment. I do believe that the CIS is

porous and that this area is so hungry for income that

they will tend to welcome any buyer — even for peace

endangering military goods with whom the United States is

reluctant or forbidden to trade. There are of course

many special situations that look quite attractive. In

this connection I would suggest the Committee obtain the

testimony of Dr. Richard Rahn, former chief economist of

the U.S. Chamber of Commerce and currently President of

a company called Novecon. His company is engaged in

developing business opportunities in the CIS and is

meeting intense interest over there and opportunities for

investment of considerable promise. I serve on the

Novecon board.

Now that you know where I am coming from, I entertain your

questions.
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Mr. Spratt. Mr. Myers.

STATEMENT OF STEVEN S. MYERS, CHAIRMAN AND CHIEF EX-
ECUTIVE OFFICER, THE CALIFORNIA KAMCHATKA COMPA-
NIES

Mr. Myers. Thank you, Mr. Chairman, for this opportunity to

testify about trade and investment in Russia, the U.S. Government

poHcy with respect to that trade, and my business experiences in

Russia.
I am Steven Myers, chairman and chief executive officer of two

groups of companies, the California Kamchatka Companies and

SM&A, Inc. SM&A is a 12 year old, Newport Beach-based aero-

space systems engineering and management consulting services

firm with 1993 revenues in excess of $11 million and over 70 em-

ployees. Our clients include many of America's largest aerospace
contractors.

It was SM&A's deep involvement in much of the U.S. space pro-

gram that led to our contacts with Russian space scientists after

their failed 1989 Mars mission.

After the fall of the Soviet Union, lack of monev for basic re-

search and planetary exploration soon led many in tne Russian sci-

entific community to conclude that their only hope for continued re-

search and participation in their beleaguered Mars 94-96 program
was to find Western backing.
Hoping to secure Western funding through investment or tour-

ism, the Russian Academy of Sciences invited me and the chief sci-

entist of my company. Dr. Thomas Heinsheimer, to Russia last

year to investigate business prospects.
This invitation led to my piloting SM&A's corporate aircraft to

Kamchatka in July 1992, the first successful flight of a Western
aircraft down the Kamchatka Peninsula and occurring less than a
decade after the tragic loss of KOL007.
The Kamchatka Peninsula is a stunning natural wonder about

the size and shape of California with its primary airport, Elizovo,

laying about midway on the great circle path between Anchorage
and Tokyo. It is a natural aircraft refueling stop. There are over
300 volcanoes, some 30 of which are currently active, including one
of the highest peaks in the world, Kliuchevskaya, a Yellowstone
Park-like area called Geyser Valley, and many large lakes and riv-

ers. In short, it is also a natural tourist destination ideally located
on the Pacific Rim.
The harbor at Petropavlovsk is easily one of the finest harbors

in the world and very reminiscent of San Francisco. Although
Petropavlovsk is at about the same latitude as Juneau, AK, the
harbor is open year round. I believe Petropavlovsk may play the
same critical role for Kamchatka that San Francisco played in the

development of California in the mid-1800's.

During the trip, our delegation met with the Governor of

Kamchatka, Vladimir Birjukov, his staff, and many prominent local

officials and businessmen. We gained a thorough understanding of
that region's needs as well as its potential for business and tour-

ism.
Our investigations led to a protocol that became the foundation

for subsequent extensive negotiations with Russian authorities.
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Shortly after my return from Kamchatka, I formed the CaHfornia
Kamchatka Companies to pursue what I beheve to be extraor-

dinary, if also very risky, opportunities in Kamchatka. CKC ulti-

mately became the American partner in a Russian-American joint
venture known as AKCORD, the Aviation Kamchatka California

Organization for Reconstruction and Development.
As the first of what we expect to be an extensive series of

projects, AKCORD now has exclusive rights to service and refuel
all non-Russian aircraft at airports in Kamchatka. This service-ori-
ented venture is particularly suited to today's political and eco-
nomic climate as it provides a service in Russia rather than deliv-

ering a high-tech product to Russia avoiding any risk of technical

porosity, which the committee has indicated to be one of its policy
concerns.
We are about to begin cargo services at our primary airport out-

side Petropavlovsk, Elizovo, within a matter of days. We are wait-

ing only for the Russian prime minister's proclamation opening the

airport as an official international port of entry and exit.

We already have contracts or letters of intent in place with sev-
eral large American cargo carriers, most operating widebody jets,
all planning to stop several times per week for fuel. Most of the 747
and DC-10 aircraft will fly in from Hong Kong and Taipei with

cargo destined for North America. Many of these aircraft now stop
for services in Japan and South Korea.
When our airport opens, we will offer American-managed service,

quality, and competitive pricing.
In addition to servicing cargo aircraft, we expect to service many

business jets that will be able to transit the north Pacific only be-
cause they can stop at our facilities. It would otherwise not be pos-
sible. There is an enormous pent-up demand for an American-man-
aged aviation services gateway to that region of the world.
To give you a feel for the size of our business, during the next

4 to 5 years, we expect our joint venture to generate gross revenues
of over $400 million fi^om cargo and business aviation alone, all of

it contributing, I believe, to the vital commercial and political inter-

ests of the United States as well as to the economic benefit of the

people of Kamchatka.
I would also like to add that CKC expects to pay tens of millions

of dollars in U.S. taxes and that the joint venture expects to pay
as much or more in taxes in Russia.

Major suppliers, such as fuel suppliers, will also be major tax-

payers to Russia or the United States, as the case may be. Our cus-

tomers, of course, will pay taxes on the added revenues our ven-
tures will make possible.
CKC is responsible for all international marketing of the joint

ventures aviation services in Kamchatka. All billing and invoicing
and all contact with customers is handled from our Newport Beach,
CA, headquarters. CKC is also responsible for training and man-

agement of the joint venture's Russian employees, as well as per-

forming oversight on our Russian operations. Our corporate policy
is to always have onsite an American presence at our aviation oper-
ations. In fact, our customers demand it.

One of the things that attracted us to Kamchatka, in addition to

its location, was the high degree of infrastructure already present
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at Elizovo. A critical policy decision for us has been to avoid large

capital asset investment prior to beginning revenue-generating op-

erations while accepting a significant increase in the risk of our

success as a consequence. U.S. tax law has been a major consider-

ation in this regard. The requirement for a large capital asset in-

vestment has sunk many other joint venture opportunities in Rus-

sia. Nevertheless, CKC's total investment is approaching $1 mil-

lion, and we have yet to begin regular services. I should add that

we have received no financial assistance whatsoever from any
source. Last month, for example, we spent over $100,000 on a

widebody aircraft air start unit and barged it from Seattle to

Petropavlovsk.
CKC, either through AKCORD or through the formation of new

joint ventures, also plans on participating in other businesses in

Kamchatka. We are concentrating first on infrastructure which di-

rectly impact our core aviation business, such as upgrading the air

traffic control systems with top-notch American equipment, en-

hancing the communications network, rebuilding runways, con-

structing a new international terminal, constructing cargo handling
facilities, building hotels, and installing cold stora^^e facilities.

This last project, cold storage facilities, is very illustrative of our

long-term strategy. Modern cold storage facilities will allow us to

store Kamchatka salmon products for delivery to the United States

via air freight while at the same time opening the door to import
American meats, fruits, and vegetables to the Russian Far East.

Now, that I have told you a little about mv business and how we
got started, I would like to tell you a bit about the current state-

of-the-region's economy and how it relates to our enterprises.
Kamchatka relies almost exclusively on its fishing industry to

produce needed hard currency for investment and trade. This reli-

ance is only slightly offset by timber sales and a small, but hopeful
increase in tourism. Mineral extraction and natural gas production
are also possibilities.
There are currently some 40 joint ventures in Kamchatka. Inter-

estingly, over 30 are Japanese. At present, the Japanese have a
firm economic grip on foreign investment in Kamchatka through
the fishing industry. This is due to Japan's reliance on seafood as

its main source of animal protein and on Kamchatka's close prox-

imity to Japan.
There are a handful of American joint ventures in the fishing in-

dustry, along with some South Korean ventures. There is one
Dutch joint venture, a company called HOLKAM, which runs two

Western-style grocery stores. The Australians also reopened a gold
mine near Petropavlovsk, using modem Western rock cinishers and
cyanide ore recovery techniques.

Daltelcom, a Russian-American communications ioint venture
has recently established services in Petropavlovsk. AKCORD and
Daltelcom are the only Western, service-oriented joint ventures in

Kamchatka that we are aware of.

The future of our business in Russia, as well as that of every
other American effort, depends entirely on an individual evaluation
of the relationship between the level of risk to the level of return

expected. As Mr. Krieble suggested, profit potential is at the heart
of the matter. From my perspective as an entrepreneur, CKC has
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been a very substantial financial risk, justified by my judgment
about what I see as an extraordinarily high-potential return. I ex-

pect that most American businessmen would not have been as ag-

gressive as I have been. Almost all the American businessmen I

have had the opportunity to discuss Russian ventures with feel

that the risks are too high and the effort too complicated.
I agpree entirely with the chairman and ranking minority mem-

ber's observations. I believe the Congress and the administration
can significantly improve the prospects for American trade in Rus-
sia through a number of ways.

I would like to discuss four. First, the Federal Government, rec-

ognizing the importance of a robust American presence in the CIS
for our Nation's benefit and the benefit of the CIS, should provide
tax incentives for companies attempting to do business there and
not just manufacturing companies. In particular, recognition should
be made of the vital role of small and medium-size service busi-

nesses will and must make in the development of American-Rus-
sian trade.

While service businesses may require less startup capital asset

acquisition than manufacturing businesses, and I am not sure that
that is always true, we provide an essential American business

presence in Russia, a presence that once established will ease or,

in our specific case, create the entry of larger more capital-inten-
sive American ventures.

It isn't fair or reasonable to expect service-oriented businesses to

carry a disproportionate financial burden versus manufacturing.
Second, to the maximum extent possible, the Federal Govern-

ment should funnel its foreign aid subsidies, grants and loans, et

cetera, to Russia through U.S. companies doing business there.

Govemment-to-govemment aid is ineffective, inefficient, and will

ultimately cause the CIS to adopt free market economics at a slow-

er pace as American taxpayers continue to subsidize failed enter-

prises.
In addition, funneling this aid through U.S. companies would in-

crease control of the money and tax reporting of the money would
be insured. This approach would also serve to reinforce official U.S.

policy aimed at assisting Russia and the CIS in its transition to a

market economy.
Third, defense conversion funds for Russia pose a potential boon

for Russian and American companies. We understand that some
Federal funds were unawarded this year because of the lack of

qualified and well-organized Russian agencies to receive the money
and spend it properly on converting military plants to consumer

product factories.

CKC could, for example, oversee the spending of defense conver-

sion money on retraining Russian military personnel to create the

labor force needed to make Elizovo a better civilian airport, while

at the same time reducing the region's reliance on its military econ-

omy.
To give you a feel for the potential scale and impact of such a

conversion process, once cargo operations commence at Elizovo, our

joint
venture could potentially employ over 1,000 Russians, if we

had the means to recruit, screen, and train them. In fact, our abil-
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ity to do just that is one of the Hmiting items in the growth of our

business.

Finally, we would like to see a continuation of the excellent co-

operation we have received from the FAA and other Federal agen-
cies. The only improvement we would suggest here would be a con-

solidation of information about programs, policies, and regulations

regarding doing work in Russia in one office.

With the exception of the FAA, since we are an aviation busi-

ness, we have had to talk to several departments and independent

agencies about policies affecting our business. These include the

State Department, the Commerce Department, the Department of

Transportation, Department of Defense, the Export-Import Bank,
the Overseas Private Investment Corporation, and the IRS. This

can be an insurmountable burden for many small American busi-

nesses that have something to offer the Russians.

Thank you for the time and the opportunity to give this commit-
tee some of my insights and recommendations. I will be happy to

answer any questions that you have at this time.

Mr. Spratt. Well, thank you very much, Mr. Myers.
[The prepared statement of Mr. Myers follows:]
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Impediments to Doing Business in

Russia and What We Did to

Overcome Them.

Under previous Soviet rule, American

business in the USSR participated almost

exclusively in huge production projects

which benefited the captains of Soviet

industry, and their communist bosses—but

did little to improve the life of the people,

and often lost money for the American

investors.

Taking advantage of the new

economic winds blowing in Russia, we set

out to reverse this process and to create a

successful Russian/American business.

- Instead of undertaking a vast

industrial production facility or a huge

natural resource exploitation program, we

created a small, service-oriented

operation (unthinkable in Soviet times when

services did not even count in the GNP).

- Instead of waiting 5-10 years after a

large initial investment to a (hoped for)

return, we created an infrastructure which

would have positive cash flow within

one year of start-up.

- Instead of benefiting and further

empowering the entrenched ruling class, we

built a joint venture with an ad hoc array

of Russian engineers, technicians, bankers,

lawyers, etc. who had technical expertise,

and a personal willingness to do hard work

for fair returns—if we provided the

business know-how.

- Instead of a project which required

tens or hundreds of millions of dollars of

up front money to start, we conceived of a

cash flow process which made our program

afTordable to American entrepreneurs of

modest means.

- Instead of merely enhancing the

efficiency of an existing Russian business,

we made it possible to create a new
business in Russia which without

American participation, could not be

started. Historically, in many primary

resource extraction operations run in the

USSR, Western assistance was one of

degrees
—the Soviets could perform the

necessary tasks to produce the raw

materials without foreign assistance.

Western management expertise and capital

investment simply increased the efficiency

of the process. We created a business that

by its very nature, could not be undertaken

by an all-Russian team without expert

Western assistance in management (upper

and middle), marketing, customer service,

quality control (to international standards),

cash management, etc.

Our project
- the California

Kamchati(a Companies (CKC) is

under way today. We believe that there are

lessons to be learned from CKC's early

efforts, for both Americans and Russians,

and are grateful to the committee for your

invitation to make this presentation.

CKC provides services in Russia

which are highly valued by international

companies: Tiie servicing of

international cargo, passenger and

business aviation flights at the
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strategically positioned Elizovo

International Airport (PKC), at

Petropavlovsk, Kamchatka in the Russian

Far East. As part of our activities we

provide services both in the US and in

Russia. CKC maintains a permanent

American presence in Petropavlovsk to

assure our customers that their stop at

Elizovo will be conducted in full

comphance with Western standards.

We are paid by our customers for

those services in dollars in America. The

collected revenue is then divided between

CKC and our Russian joint venture

partners. We deduct our exp)enses and our

portion of the revenue while forwarding the

Russian portion of revenue and expenses to

Russia. The simple, manageable, and

enforceable flow of funds in which

services are paid for in dollars here in

America eliminates the ruble/dollar transfers

which are a major obstacle to American

businesses successfully operating in

Russia.

In summary, the philosophy which

guides The California Kamchatka

Companies: I) providing a service that

would be otherwise impossible or very

difficult without our assistance, and 2) cash

flow from our customers to our US

operations to our Russian joint venture.

What are The California Kamchatka

Companies?

To make this process work we created

three American corporations, known

together as The California Kamchatka

Companies (CKC), all headquartered in

Newport Beach, California.

The first CKC company is CKC,
Inc., the US side of a Russian-American

joint venture aimed at attracting and

developing new international commercial

business and tourism offerings in

Kamchatka. With our Russian joint venture

partner, Kamchaerotrans (KAT), we

operate the Aviation Kamchatka California

Organization for Reconstruction and

Development (AKCORD).

The initial undertaking for this endeavor

is to commercially market and develop the

strategically positioned Elizovo

International Airport (PKC), just north of

the city of Petropavlovsk Kamchatka.

CKC's joint venture, AKCORD, has

the exclusive rights with Elizovo' s airport

authority, Petropavlovsk-Kamchatsky Avia

Enterprise (PKAE) to provide a full

range of services to non-Russian

commercial and business aviation.

By using CKC and AKCORD' s services,

air carriers and business aviation aircraft

transiting the region save time and money

through a more direct route, curfew-free

and slot control-free operations, competitive

fuel prices, and lower landing fee costs

compared with those charged in Japan and

South Korea.
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The second CKC company, CKC
Services, Inc., has primary

responsibility to conduct all business

outside Russia related to the aircraft

technical servicing business in Kamchatka.

In America and the rest of the Western

World, CKC Services, Inc. markets the

airport and deals directly with our

customers, handling customer service and

invoicing. CKC Services, Inc. also

maintains significant aviation related

insurance liability coverage (according to

Lloyd's of London, the only such policy in

force in the former Soviet Union).

The third CKC company, CKC
Russia, Inc., provides operational

management expertise with on-site

American managers in Russia,

continuous visits by Western aviation

experts to train our Russian staff and to

install or upgrade needed equipment, and

oversight of the capital investments needed

prior to servicing international flights or to

increase our capacity.

Historical Perspective of Kamchatka

and the Reasons for Trade

Impediments.

Petropavlovsk (Peter and Paul City)

Kamchatka is the capital city of the Russian

administrative unit (Oblast) of Kamchatka.

To an American, Petropavlovsk, with its

magnificent harbor, is San Francisco in the

1840s—a superb place waiting to happen.

Inhabited by 260,000 residents (with about

another 1(X),(XX) in nearby communities), it

is located near the southeastern tip of the

Kamchatka Peninsula some 1,953 statute

miles southwest of Anchorage, Alaska, and

1,509 statute miles northeast of Tokyo,

Japan (closer to Los Angeles than to

Moscow).

After World War H, Petropavlovsk' s

strategic location near both Japan and

Alaska led to the installation there of a

major Soviet air force base. Its large,

sheltered harbor made it a natural location

for the home port of the Soviet Union's

North Pacific nuclear submarine fleet. Its

position at the eastern end of the USSR

made it a natural landing location for ICBM

reentry vehicles fired on test flights from

the USSR's many developmental and

operational strategic missile sites. Finally

its volcanic topography made it an ideal site

for the installation of a space research center

for testing and development of the lunar and

planetary rovers used in the USSR's high

priority space program. It is little wonder

then, that for security reasons, Kamchatka

was isolated from the rest of the world until

the dissolution of the USSR. It is only

now, under commercial and political

pressure towards openness, that Kamchatka

is being opened for the benefit of both

Russia and the West.

Elizovo airport has for many years

serviced the internal Soviet civilian

passenger flights of Aeroflot, its

subsidiaries, and the Soviet military. For

example, in 1991, operations at Elizovo

totaled approximately 15,800 Russian
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Kamchatka through the fishing industry.

This is due to Japan's reliance on sea food

as its main source of animal protein and on

Kamchatka's close proximity to Japan.

There are a handful of American joint

ventures in the fishing industry too, along

with some South Korean ventures. There

is one Russian-Dutch joint venture, a

company called HOLKAM which runs two

semi-Western style grocery stores. The

Australians have also re-opened a gold mine

near Petropavlovsk, using modem Western

rock crushers and cyanide ore recovery

techniques. Aside from the Dutch market,

AKCORD is the only Western service-

oriented joint venture in Kamchatka that we

are aware of, and certainly the only

American non-fishing industry joint

venture.

CKC's operations in Kamchatka

through AKCORD bring much-needed hard

currency to this area of the Russian Far

East. We also provide additional benefits to

the local citizenry that the traditional

primary resource industries don't provide.

For example, exposure to American

techniques for both personnel and capital

management, marketing, and customer

service. As our joint venture prospers, we

plan to invest in other non-airport activities

that are supportive of our core business.

Projects like improving the hotel

infrastructure will lead to an increase of

tourism, thus flights into the region.

Likewise, installation of modem cold-

storage facilities will enable the local fishing

industry to store their product ashore and

ship it via aircraft to Japan or other Asian

destinations and America. This storage

capability also makes it possible to ship

American fruits, vegetables, and beef to

Kamchatka on cargo aircraft that usually fly

to Asia with a lighter load due to the

American merchandise trade imbalance

with this region.

The common thread in all of CKC's

operations is that through application of

sound American management techniques,

maximum use of local talent and resources,

and the importation and installation of high-

quality American specialty products (like air

traffic control systems, computers, diesel

compressors, cold storage systems, etc.)

we can build and maintain a viable and

sustainable, service-oriented business.

The Creation of CKC and its role in

Present Day Trade and Investment.

The Califomia Kamchatka Companies'

involvement in Kamchatka has its origins in

the days of the former Soviet Union.

Mr. Steven Myers, Chairman and CEO
of The Califomia Kamchatka Companies, is

also chief executive of Steven Myers &
Associates, Inc. (SM&A), a very

successful medium-sized Newport Beach,

California aerospace engineering and

management consulting firm.

Even though SM&A has continually

improved its sales every year for the last

twelve years, the industry-wide slow down

did stimulate interest in our own defense
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conversion plans. In that regard, doing

business in the former Soviet Union

seemed a natural—after all, what group of

American businesses know more about the

former Soviet Union than the businesses

that were chiefly concerned with how to

contain the military threat posed by the

former Communist power?

For the last several years, SM&A's

Chief Scientist and Vice President, Dr. Tom

Heinsheimer (also a member of CKC's

board), has been involved with the Russian

Academy of Sciences (formerly the Soviet

Academy of Sciences) and their efforts to

launch interplanetary probes. During the

abortive Conmiunist putsch in August,

1991, Heinsheimer was in Kamchatka at

the Soviet Mars rover test site on the slopes

of the breathtaking Tolbachik volcano,

participating in Mars rover testing with a

team from the Russian Institute of Space

Research and The Planetary Society.

One of the main concerns of the then-

Soviet scientists was how they were going

to continue to fund their research in the

declining space budgets of the Gorbachev

era. After the Soviet Union broke-up, this

scientific funding concern became more

acute. The Russian scientists asked

Heinsheimer if he had any ideas to keep

alive the Russian Mars probe effort.

Heinsheimer' s reply was that perhaps

American private enterprise could fill the

gap as it was unlikely that the United States

Government would be able or willing to

fund the research.

This suggestion led to an invitation by

the Russian Institute of Space Research for

Myers and Heinsheimer to consult with

Kamchatka-based scientists who are

working on the international effort to launch

probes to Mars in 1994 and 1996. The

launch organizers sought advice and help

on how commerce might fund their

research.

Myers, Heinsheimer, and three other

colleagues and businessmen flew out of

Orange County, California on July 4, 1992

on the beginning of an 8,000 mile round

trip Odyssey to Russia that involved landing

Myers' Rockwell Turbo Commander 690 B

prop-jet at 17 airports along the route.

These individuals were the first non-

Russians ever permitted to fly an aircraft

into Kamchatka.

The group's reception at each stop in

Siberia was overwhelming. In some cases,

hundreds of people turned out to greet the

Americans look at their unfamiliar aircraft.

At Petropavlovsk, airport, military, and

government officials, including the

Governor of Kamchatka, enthusiastically

welcomed the group, hosting receptions,

tours, and business meetings intended to

secure a business relationship between the

Americans and their hosts. The entire visit

to Petropavlovsk was covered by the local

television station and was the headline

subject of the TV news on a nightly basis.

The Americans' trip was even covered by

Russian national television. At the

conclusion of the visit, the American team
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participated in a live open forum that was

simultaneously broadcast across

Kamchatka. (For additional information on

the trip, please see Appendix B—CKC
Media Notes.)

Prior to leaving Petropavlovsk, Myers

concluded a draft memorandum of

intentions (MOI) with Kamchatka's

authorities to pursue aviation related

business enterprise within Kamchatka.

Soon after his return to the United

States, Myers founded CKC, Inc. to

formally explore the business and trade

potential of Kamchatka. By September 30,

1992, CKC had signed a protocol with

Elizovo's airport authority, PKAE,

regarding the development of Kamchatka's

air transport infrastructure. This protocol

provided the foundation for the agreements

that led to the formation of CKC's joint

venture, AKCORD, and AKCORD's

receipt of the sole and exclusive rights to

service international commercial and

business aviation. The protocol was signed

by Kamchatka's Vice Governor, Boris

Sinchenko, and the then director of PKAE,

Nikolai Nedviga (now head of the regional

Russian equivalent of the US FAA).

A formal agreement followed the

protocol in February, 1993 with an official

delegation to Newport Beach, California led

by Kamchatka Vice Governor Sinchenko,

Nedviga, two officials from the Russian

Department of Air Transportation, and other

persons from Kamchatka. In April, 1993

Myers signed, in Moscow, the eight legal

documents that formed the Russian legal

basis for CKC's joint venture. By August,

1993, the Kamchatka administration had

approved the legal documents and the

Russian-American joint venture AKCORD
became a legal entity in Russia.

The Pro-Active Role of the

American Government in Supporting

Business Development in

Kamchatka.

Even before AKCORD gained legal

status in Russia, CKC was working to

ensure AKCORD's success as well as to

improve the living standards of the local

population. In early August, 1993, due

to the foresight and persistence of officials

in the State Department and the Defense

Department, as well as officers of World

Airways Corporation and CKC, a DC- 10

filled with about $1,500,000 worth of

medical relief supplies weighing about

90,(X)0 pounds landed at Elizovo airport.

These were surplus medical supplies from

Desert Storm/Shield and were provided to

Russia as part of an ongoing US program.

However, it is usually necessary to arrange

for a military or a donated civilian cargo

plane to deliver the supplies. CKC

personnel with US Government, USAF,

and commercial aviation backgrounds

woriced exceptionally well with officials at

State, Defense, and the FAA to make this

flight a reality. In particular, CKC would

like to recognize Mr. John Post, presently

the Acting Director for Humanitarian
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Assistance in the Office of the Coordinator

for US Assistance to the Newly

Independent States for his fine efforts and

cooperation. The bottom line result of this

bold first trip of an American wide body jet

to Kamchatka was threefold: I) the people

of the region had their lives improved, 2)

CKC showed the Russians that we were

serious businessmen who could make

complicated and important operations

succeed, and 3) World Airways proved that

large conunercial American aircraft could

operate out of Elizovo airport. (Please see

Appendix B—CKC Media Notes for

additional details about the World Airways

humanitarian cargo flight to Kamchatka.)

The DC- 10 also had another cargo

which was intended to improve the lives of

the jjcople of Kamchatka and improve our

relations with them—an impressive array of

California cultural items (paintings,

sculpture, books, etc.) collected by architect

Ed Beall who had accompanied Myers on

the Turbo Commander flight. This

shipment was the core display at the

opening of the newly established Russian-

American cultural center, attended by the

Russian Minister of Culture (who flew

from Moscow for the event), the mayor of

Petropavlovsk, many other dignitaries, and

most importantly, hundreds of

Petropavlovsk citizens.

Other CKC operational achievements to

date include: servicing of a French round-

the-world record breaking flight of a single-

engine turbo prop aircraft last June, and

refueling the first Western business jet to

transit Kamchatka last August.

Our traffic would be greater at this time

were it not for some remaining issues that

need to be resolved by the Russian

government. These issues have to do with

the creation of international airways to

Petropavlovsk and the granting of

international status to Elizovo airport at

Petropavlovsk. As soon as the Russian

Prime Minister signs the enabling order and

this order causes various international

aviation publications to be issued from

Moscow, the Russian requirement for a

Russian navigator to be on board all flights

into Petropavlovsk will be lifted. This

requirement, due to its inconvenience and

cost, has prevented Elizovo from reaching

its full potential as a major North Pacific

technical stop.

Fortunately, the strict US regulatory

requirements for aviation have been greatly

mitigated by the efforts of the regional FAA

office in Anchorage, Alaska. CKC has

worked closely with four FAA officials in

particular and would like to acknowledge

their efforts: Mr. Dave Behrens—Airspace

Procedures Specialist, Air Traffic Division;

Mr. Mark Kelliher—International Services

Specialist, Airway Facilities Division; Mr.

Chuck Lund—Manager of International

Operations & Programs, Flight Standards

Division; and, Ms. Charlene Derry—
International Affairs Staff, Alaskan

Regional Administration. Their research,

development, and liaison efforts with the
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Russians (dating back to 1989) helped to

lead the way for cooperative teamwork

efforts that permitted the opening of the

Kamchatka One air route last June after

completion of the Russian-American

Bilateral air route and landing rights

negotiations in May of this year. The

degree to which FAA officials in this office

have been given autonomy from

Washington, D.C. (while still keeping

Washington informed) coupled with their

dedication, knowledge, and willingness to

share information, has made our liaison

with the FAA a mutually beneficial one.

Recommended Government Actions

to Enhance Russian-American Trade

in the Far East.

For many American businesses, the

decision to invest in Russia is, of course,

strictly tied to questions of risk and profit.

At present, Russia still presents an unsetded

face to many Americans. Property rights

are uncertain, contract law is in its infancy,

the rights of foreign investors are shaky,

and the political climate is tentative in the

wake of the August 1991 coup, the October

1993 stand-off with parliament, and the

upcoming parliamentary elections and

constitutional referendum in E>ecember.

In the Russian Far East, while

American businessmen (with the exception

of large oil companies or and some fishing

interests as well a few Alaskan

entrepreneurs) generally wait on the side-

lines, Japanese businesses are beginning to

gain an important toe hold, overcoming

centuries of mutual Russian-Japanese

distrust and cultural differences to forge

new business alliances. Not far behind the

Japanese are the South Koreans (with no

historical baggage to weigh them down)

and the Chinese (who have first-hand

knowledge of the Communist system and

how to build economic prosperity in spite

of that system).

There are several US programs

designed to stimulate investment overseas,

among them, the Overseas Private

Investment Corporation (OPIC) and the

Export-Import Bank (Exim Bank). OPIC

offers insurance against expropriation of

assets as well as political violence. The

ExIm Bank seems more narrowly focused

on the exportation of American

manufactured goods. Other programs offer

assistance for studies of projects in the CIS

as well as construction assistance (so long

as the construction uses American

equipment and labor). So far, we have

encountered an absence of federal support

for service-oriented businesses and for

small and medium-sized American firms

wishing to do business in the CIS, either

through active programs like those OPIC

offers, or through tax credits for high-risk

investments.

To date, CKC has spent about

$250,000 in capital acquisitions, over

$300,000 in salaries, $200,000 for

marketing, and will soon spend another

$200,000 to $300,000 for fuel purchases.
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This represents about $1,000,000 in

investments from an American company

prior to any significant revenue from

operations. Investing in the CIS is not for

the faint of heart nor the impatient.

Some actions the US Congress and the

Administration can take to improve the

American business climate in Russia would

probably take revisions of the tax code,

others may take simple executive orders.

We think the following ought to be

done:

1) The federal government, recognizing

the importance of a robust American

business presence in the CIS (for our

benefit and the benefit of the CIS) should

provide special tax incentives for

businesses attempting to do business there.

In particular, recognition should be made of

the role small and medium size service

businesses make in the American economy

and could make in the Russian economy.

2) To the maximum extent possible, the

federal government should funnel its

foreign aid, subsidies, grants, loans, etc.,

to Russia through US businesses doing

business there. Government to govenmient

aid is ineffective, inefficient, and will

ultimately cause the CIS to adopt free

market economics at a slower pace as

American taxpayers continue to subsidize

failed enterprises. In addition, funneling

this aid through US companies would

increase control of the money, tax reporting

of the money, and would serve to reinforce

official US policy aimed at assisting Russia

and the CIS in its transition to a market

economy.

3) Defense conversion funds for Russia

is an excellent example of the potential

resident in the proposal outlined

immediately above and it deserves specific

mention. We understand some funds were

unawarded this year because of the lack of

qualified and well-organized Russian

agencies to receive the money and spend it

properly on converting military plants into

consumer products factories. CKC could

conceivably oversee the spending of

defense conversion money to make Elizovo

a better civilian airport (it currently serves

as a Russian air force base too).

4) Finally, we would like to see a

continuation of the excellent cooperation we

have received from the FAA and other

federal agencies. The only improvement

we could suggest here would be a

consolidation of information about

programs, policies, and regulations

regarding investment in Russia in one

office. With the exception of the FAA since

we are in the aviation business, we have

had to talk to several independent agencies

and departments about policies affecting our

business: the State Department, the

Commerce Department, the Department of

Transportation, the Defense Department,

the Exim Bank. OPIC, and the IRS. This

would seem an insurmountable burden for

many small American businesses that have

something to offer the Russians.
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APPENDIX A

Testimony before the House Committee on Government Operations,

Subcommittee for Commerce, Consumer, and Monetary Affairs

by

Mr. Steven S. Myers

Chairman and Chief Executive Officer

The California Kamchatka Companies

November 5, 1993
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Kamchatka—A Brief Economic -

Geographical Review

Edited from text by

VA. Koiosov and TA. Gaildna,

Institute of Geography, Russian

Academy of Sciences

Geo-PoUtical Overview

From the earliest days of colonization, the

formulation of Kamchatka's economical

specialization and of its peculiar social

environment was driven by several unique

factors:

—The remoteness of Kamchatka from

Central Russia and even from the main

cities of the Russia Far East;

—Its "island" position with contacts

from other regions by sea or by air only;

—Its role of a "pier" position in the

Pacific Ocean.

The uniqueness of the non freezing

Avacha natural harbor was esteemed by

the Russian pioneers. Its strategic value

became clear after events in 1854 when

English-French forces attempted to capture

Petropavlovsk (PPV). After World War n.

the significance of PPV as one of the few

naval bases of the USSR that enjoyed year

round access to the oceans of the world

free from the need to navigate straits

controlled by enemies increased even

more. Soviet • American tensions, and the

appearance of nuclear weapons and their

carriers, including nuclear submarines,

ballistic missiles, and long range strategic

bombers facihtated the growth of PPV as a

key base location for naval and air force

operations.

Kamchatka is located beneficially

between J^an, The United States, Canada,

and the Eastern Regions of Russia. In spite

of its prime potential for development as

an international trading base and a focus of

international tourism (for which it

possesses enormous potential), Kamchatka

and PPV became one of the "icebergs" of

the cold war. It became saturated with

military bases, and as a result, became

completely closed to the outside world.

This martial status determined the

significant roles of the military in the

economic and social development of the

region.

A relatively young administrative unit,

or "state", Kamchatka was separated from

the larger region of Khabarovsky in 1956.

Besides the Kamchatka Peninsula itself,

the region includes the Kommandor

Islands, Karaginsky Island, and a number

of smaller islands. Its territory of 472,300

square kilometers makes Kamchatka

approximately twice the size of Germany.

Most of its territory lies in the Koriak

National District, the least developed part

of Kamchatka.

Geography and Topography

Kamchatka is more than 1200 kilometers

long, running from North-North East to

South-South West. Its maximum width is

450 kilometers. A number of significant
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natural differences occur across the region.

Major geographic features include:

—The East Coast, with a curved coast

line and many good bays.

—^Two major mountain ranges:

1) The Sredinny (or "Middle")

Range with elevations ranging to over

3600 meters above sea level. The range

stretches along the axis of the peninsula,

with complexes of alpine forest,

particularly at its northern and southern

ends.

2) The Vostochny (or "Eastern")

Range, composed of a number of smaller

ranges with peak elevations to 2500

meters.

—Between the two mountain systems

is the Central Kamchatka Lowland. This

area is 5 to 10 kilometers wide in the

south, expanding in width in the north to

about 80 kilometers.

—Flowing through the Lowland along

with its tributaries is the main river of the

peninsula. The Kamchatka.

—A second major lowland area, the

West Kamchatka Lowland, stretches to the

west of the Sredinny Mountains.

In addition to its other natural features,

Kamchatka is a unique volcanic province,

with more than 300 volcanoes including 28

that are active. There are geysers in the

valley of the Heizemaya River, and

hundreds of hot springs feeding hot creeks,

and ultimately, hot rivers.

The main active volcanoes are

concentrated in two areas:

1) At the Kliuchevskaya Mountains

rising in the northern Kamchatka

Lowlands. Included in this group is

Kliuchevskaya Volcano, Kamchatka's

tallest mountain.

2) At the Eastern Volcanic

Highland near PPV.

Kamchatka belongs to a highly active

seismic region, similar to Japan, Alaska,

and California.

Climate

The climate of the Kamchatka Peninsula is

hard. In its center, winters are similar to

those in Siberia, with an average January

temperature of -20°C. The higher average

temperatures in the Southeast and

Southwest (-8° and -10° Celsius

respectively) are offset by strong winds,

high humidity, and heavy snow fall.

Summer in most of Kamchatka is rainy

and cool with average temperatures in July

ranging from -i-S^C to +12°C. Yearly

precipitation ranges from 600 to 1 100 mm.

The most favorable weather period runs

from late summer to early fall.

Demographics

In spite of the difficult general

demographic situation in Russia, the

population of Kamchatka is growing

rapidly:

1956 - 261,000-

1970 - 292,000

1979 - 379,000

1989 - 466,000
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The rate of growth of the population of

Kamchatka is greater than that of Russia as

a whole, and higher than all but one of

Russia's regions.

According to a 1989 census, about

80% of the population are Russians, 1%

are Ukrainians, and the balance a mixture

of individuals from other regions and

natives from Kamchatka.

In the Koriak National District, 62% of

the population is classified as Russian.

Native groups are growing rapidly, and

form approximately 27.5% of the

population of the District, and about 4% of

the population of Kamchatka. The

majority of the native group are considered

Koriaks (with 7.3% of the population of

the region), followed by Chukches (3.5%),

Itelmen (3.0%), and Avens (1.8%).

The problems of these native groups

are similar to those of other small native

nations in Russia, but with a weaker

national native feeling than in the

Chukches National District or in the region

of Yakutia. The native Koriak language

has only recently been added to school

curricula in the region, as has use of the

language in regional broadcasts. The

Itelmen group is most prevalent in the

Village of Kovran.

The extremely high concentration of

population in the center of Kamchatka, and

its social composition were driven by

several factors:

—The almost monoculture

specialization of Kamchatka's economy on

fishing.

—The role of PPV as a base for

military activities.

—The very weak development of

agriculture and a transportation

infrastructiwe.

—The severe climate and remoteness

from the main centers of the country.

In 1989, the population of metropolitan

PPV accounted for 81% of the population

of Kamchatka (down from 83% in 1979).

73% of the residents of the metropolitan

area live in Petropavlovsk or Elizovo. The

population of PPV grew more rapidly than

the region, with a 25% growth from a base

of 215,000 people in 1979 to a total of

269,000 in 1989. Migration to PPV was

accountable for the majority of this

growth.

Social Structure

The uniqueness of the demographic and

social development of Kamchatka varies

according to locale:

—City population growth is due

primarily to migration from other areas of

Russia rather than from rural areas within

Kamchatka.

—Rural population has been almost

exclusively fueled by migrants.

Kamchatka is an example of a territory

with an unusual, "flowing" demographic

and migration regime that created a special
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climate. Among those who decided to

move to such a remote region as

Kamchatka are many active people with a

pronounced "pioneer spirit". The long

term influx of urban peoples has created

Kamchatka's political, scientific, and

creative environment with theaters,

museums, orchestras, regional libraries

with club functions, and houses of culture

along with three institutes of higher

education in PPV. Income in Kamchatka is

equal to the Far Northern regions of Russia

where salary coefficients were maximal at

270% of the Central Russian rate.

Kamchatka has more cars per 10,000

residents than elsewhere in Russia (363

versus 357 elsewhere).

The Volcanology Institute at PPV is

the only one of its kind in Russia. Also in

PPV are branches of the Institute of Fish

Production and Oceanography, of the

Institute of The Pacific Ocean, and of the

Kamchatgeologia Association. Many

qualified specialists from throughout

Russia, including individuals from

Moscow and Leningrad (Ed's, note: now

St. Petersburg), work at these institutes.

Beyond PPV, other cultural representations

can be found in locations such as the

museums at Elizovo, Esso, Milkovo, and

Palana.

The geographical and social mobility

of the average Kamchatian is higher than

usual. The broad experiences these

residents have had form the base of a high

level of social activity. In fact, political

behavior in elections and referendum is

similar to such politically active centers as

Moscow and Leningrad.

The high social mobility of the

residents results primarily from the

demand for its natural resources including

its fishing, timber, mining, and cattle

breeding industries. These development of

these industries has caused Kamchatka's

economy to become one of the five

strongest within Russia.

Natural Resources and Energy

The maximum catch of Salmon in the

Northwest Pacific occurred prior to World

War II when the total catch of the USSR,

the USA, Canada, and Japan reached

500,000 tons per year. Sixty to seventy

percent of this total belonged to Japan. By

the 1970's, the catch had declined to

150,000 - 250,000 tons per year. Other

catches include Cod, Navaga, Herrings,

etc. Ten to fifteen years ago, fishing

villages were spread along the coast of

Kamchatka, with fish treatment and

canning factories at Ozernovsky,

Oktiabrsky, Kirovsky, Ust-Kamchatsk,

Haiuzovo, Ossora, Korf, and Pachi. Many

of these factories are no longer active.

Providing energy for the population

and industry is a difficult problem. Small

coal mines operate near Korf, providing

coal for local heating. The coal smoke is a

source of noticeable air pollution in

metropolitan areas.
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During the 1980's, an economic

feasibility study for a hydroelectric power

plant near Zhupanovo was completed, but

specialists in Moscow rejected its

construction. The first geothermal power

plant in the USSR, generating 11 kW of

power, has been built at the base of

Pauzhet Springs. Experience gained there

utilizing its Japanese technology will

facilitate the construction of a larger plant

in the future. Hot springs heat is also used

on a small scale basis providing hot water

for greenhouses in the Elizovo district.

Discovery of oil and gas fields on the West

continental shelf offers potential for the

future, but obstacles are significant. Those

obstacles include the need for enormous

capital investment, the absence of

technology for ocean drilling in a

complicated icing environment, and

environmental concerns.

As a result of the above factors, only

traditional and expensive methods of

providing PPV and its large population

with energy exist. Coal is imported from

Sakhalin Island and Far Eastern Russia,

and oil is shipped to the region by sea. A

new geothermal power plant has been

constructed at PPV which has lessened

import demand slightly, but energy for the

region remains a difficult problem to solve.

Forests cover about 18 million hectares

of Kamchatka, or about 40% of its

territory. But in fact, Kamchatka is

classified as a low forest area because 57%

of its forests are covered with "drifting"

trees ("stlanik"). Birch, Aspen, Poplar,

and Fir trees cover less than 17% of forest

area. The Stone Birch, unique and widely

spread in Kamchatka, is difficult to

process. 30% of the forests are in

Category 1 status (mostly fi-onting rivers).

Category 3 forests (industrial use) contain

only 1.5 million hectares. Practically all

coniferous forests are in the Kamchatka

River valley in the Milkovo and Ust-

Kamchatsk Districts. These forests cover

only about 4% of the total forest area of

the region but provides more than 75% of

the total timber harvest.

Forestry in Kamchatka started about 60

years ago in concentrated areas around

Atlasovo, Kozyrevsk, and others. Limited

timber growth in these areas forced

expansion of timber cutting into remote

and difficult to access locations. Japan

imported significant amounts of the

timber, paying for purchases with wood

processing equipment which in turn fueled

further growth of the timber industry.

Reforestation activities are limited. The

most precious of the coniferous forests lie

near Kamchatka's northern border in

remote areas where limited access make

reforestation difficult. By the early

1980's, the volume of timber cutting

reached 600 million cubic meters per year.

If cutting occurs at the same rate without

significant reforestation efforts, forest

resources will be severely depleted. About

30% of the timber cut is lost through

waste, with timber left on the ground,
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burned, or sunk in rivers. About 65%-70%

of the harvest reaches factories (about

1 10.000 cubic meters), with a further 10%

lost in water storage. Of a current 900

million cubic meters cut per aimum, only

about 450 million cubic feet reaches the

end user.

The variety of wood processing

capabilities is limited. There are no

factories producing wooden chip and

wooden fiber plates, and no wood

chemistry. The main wood transport

center is Ust-Kamchatsk, handling about

250 to 300 thousand cubic meters of wood

per year. Of that total, 60 to 70,000 cubic

meters are exported to Japan, 20,000 are

consumed for local needs, with the rest

shipped to PPV and Magadan. The towns

of Kliuchi and Elizovo also have wood

processing factories.

Industry is transacted mainly with the

support of the population. Some industrial

organizations use women laborers and

groups of soldiers. The largest industries,

all of which are centered in PPV and

Elizovo, include electro energy, production

of construction materials, garments, food,

repair and maintenance activities,

automobiles, and air transport.

Agriculture has two main branches:

1) In the North and West, deer

breeding, hunting, fishing, and fur

breeding. Main fur animals are Sable, Fox,

Polar Fox, and Ermine. Fur breeding

activities are most developed in the

Konmiandor Islands and in the Elizovo

Disuict.

2) In the South and Southeast,

agricultural areas are added. Agriculture

occupies only 0.4% of Kamchatka's

territory. Arable lands are concentrated

mostly near PPV and Elizovo. There are

two greenhouse farms that partially use

geothermal water. Most of the agricultural

production of this area, including milk,

vegetables, eggs, and meat, is difficult to

.transport beyond the immediate area.

Agricultural activity can also be found

in the Kamchatka River Valley. The main

agricultural center in the Valley is at the

town of Milkovo (population 11,000).

Agricultural conditions are difficult in this

area. The most evident problems are a

lack of labor and lack of a transportation

infrastructure. Potatoes grown near

Milkovo are transported to Ust-Kamchatsk

by river where they are trans loaded aboard

ships for the journey to PPV. There are

also specific ecological problems in the

area. Soils are mostly light, volcanic

alluvial, containing many micro elements.

This is the cause of a phenomenon known

as gigantism in both crops and weeds.

Attempts were made to deal with the

weeds through use of herbicides, but the

flow of herbicides lead to pollution of the

regions rivers. By the mid 1980's,

herbicide use was banned completely.

Further, the combination of the light soil

with strong winds and rain with the

consequence of severe soil erosion. As a
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result, the locale is considered one of the

most severely impacted erosion areas in

Russia. In a period of 15 to 20 years, the

areas soils lost 40% of its humus. As a

result, it was necessary to cultivate new

lands using primitive methods. In spite of

these conditions, Kamchatka produces

sufficient quantities of potatoes, and

partially produces enough milk and

vegetables to feed itself.

Toward the end of the 1980's, there

were about 30 kolkhizes and sovhozes

(Ed's note: collective farms). 80% of the

available land was taken for fodder crops

supporting 30.000 cows, 30,000 pigs, and

150,000 deer. The remaining 20% of the

land was utilized for growing potatoes and

vegetables.

Tourism and Recreation

The geography and geology of Kamchatka

is unique and should allow the

development of many different kinds of

domestic and international tourism.

Unfortunately, the tourism assets of the

region have not been properly exploited.

Kamchatka is classified within the

"Northern Recreational Zone" of Russia,

indicating hard natural conditions,

remoteness from the main populated

regions, and a limited transportation

network. This classification has thus far

led to weak efforts to develop tourism in

the territory. Only sportsmen venture into

the into the interior of the region for

recreational purposes. In the larger cities.

such as PPV and its suburbs, mass tourism

is more developed. The northern area of

Kamchatka has limited potential for mass

tourism, and may not see more than a

small number of tourists for many years.

Because of the variety of tourism and

recreational opportunities in the south,

tourism growth there has the potential to

become significant. Its main limiting

factor will be its remoteness from major

population centers. The peninsula is

similar to an island in that it can only be

reached by plane or boat from outside the

region. Another problem for Kamchatka is

its severe climate. There are many

uncomfortable days year round with

conditions that do not promote mass

tourism. As a result, the nature of the

peninsula and its uniqueness are the most

important factors for tourism development.

The leading attractions in Kamchatka are

its different volcanic phenomenon and post

volcanic activity such as geysers and

thermal and mineral springs. Kamchatka is

famous in Russia for its Geyser Valley and

its many geysers, which could become a

major tourist attraction, although visits to

the area are currently highly restricted. In

1882, at the request of local hunters, the

area containing Geyser Valley was

declared a reserve. In 1934, in an effort to

protect the ecology of the Valley and

surrounding region, the Kronotsky

Forbidden Area was founded. The Area is

the Eastern most and largest in the USSR
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at 9779 square kilometers. It is named

after the Kronotsky Volcano (3528

meters). The pearl of the Kronotsky

Forbidden Area, Geyser valley, was

discovered only in 1941.

Kamchatka's unique recreational

resources can be appealing to not only

local tourists, but to visitors from other

parts of Russia and from abroad. At the

same time, its remoteness and fragile

ecological conditions in the area have thus

far limited the development of a strong

tourism industry. Currently, Kamchatka is

visited by about SOO tourists a year from

other parts of Russia (Ed's, note: this has

increased to include about 2,800 foreign

tourists in 1992). PPV receives tourists

who arrive by ship from Vladivostok, and

many of them set out to climb volcanoes,

raft down the Avacha, Schapina, and

Kamchatka Rivers, and enjoy the single

tourist base at the hot springs near

Paratunka.

Tourism can be expanded in the future

with adequate capital investments. The

axis of this development will be along the

road that follows the Kamchatka River

from Elizovo to Milkovo, Atlasovo, and

Ust-Kamchatsk. Other recreational

opportunities can be focused on hot

springs and mineral springs. There are

over 100 springs in the area (including

geysers and boiling lakes), each different

in chemical composition and physical

properties. Many of them are connected

with the zone of active and dormant

volcanoes associated with the tectonic

rifts. The most powerful springs (that are

located at the bottom of valleys) with

flows of tens of liters per second exist near

PPV and between PPV and Ust-

Bolsheretsk on the West Coast.

Kamchatka's springs are a source of

various mineral waters. By chemical

composition, the various types are:

—Sulfide Carbonate

—Carbonate

—Nitric Carbonate

The temperature of geyser water

reaches 100 degrees centigrade and

contains silicium and boric acids. Five

million bottles of "Malka", or Malkinskya

water are produced each year. At Kotiak

native lake, the hot Nitric-Chlorine-

Sulfate-Sodium water (83°C), with a flow

of one million liters per day, has medical

benefits. It is used for baths and other

procedures for the treatment various

organs of motion, the nervous system, and

for skin and gynecological diseases.

Supporting this activity is a sanitarium and

ten rest houses.

Conclusion

A relative decrease in living conditions has

not yet caused a mass exodus of people

from Kamchatka. The balance of

migration in 1991 was relatively favorable.

The potential to optimize the fishing and

tourist industries are connected with the

conservation of the unique nature of

Kamchatka, it being one of a small number
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of big regions on Earth that remain

relatively untouched. Realization of these

goals will lead to improved economic

efficiency, and improved living conditions,

leading to support of their attainment by

the population.
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APPENDIX B

Testimony before the House Committee on Government Operations,

Subcommittee for Commerce, Consumer, and Monetary Affairs

by
Mr. Steven S. Myers

Chairman and Chief Executive Officer

The California Kamchatka Companies

November 5, 1993
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EDITORIALS

This
winter will provide a crilicol lest of the former So-

viet Union's obility to ensure the sofety of civil oircroft

that move through its oir troffic system ond oirports.

The lest will be easy to foil. Former Soviet republics

foce a plethora of start-up corriers, fleets of oging USSR-

built aircraft, on outdated air troffic

control system with underpoid con-

trollers ond the tragedy of civil war

in some regions.

Even the most conscientious Rus-

sion flight crews foce difficult

choices every day. With fuel sup-

plies short and prepoid landing fees

required, pilots ore pressured to

stretch safety beyond the limits, be-

cause diversions to secondory air-

ports could result in delays of hours to days.

The aviation system must be kept together and mini-

mum sofety levels enforced. Civil aviation authorities in

all of the newly independent stoles will need to work to

ensure the distribution of current doto on oirports ond

cirwoys. They must be willing to suspend on oirline's op-

eroting authority or shut down on airport when safety is

at stoke.

BOOST
AIR SAFETY
IN EX-S

STAT

Airport security will hove to be given o top priority to

discouroge would-be hijockers, who have easy occess

to block morket weopons. Ground safety must be
shored up, given the unocceptobly high number of

oircroft/vehicle ground collisions thol should be eosily

avoided.

The West has o role to ploy. The

Flight Safety Foundotion's operation
has been active and should continue

its efforts. Under sponsorship of

Clintondale Aviation, the foundation

performed one of the first indepen-
dent oudits of a Russian oviotion op-
erolor using Western industry ston-

dords.

Commerciolly oriented joint ven-

tures also con be used to increose flight sofety, if hon-

dled correctly. The California Kamchatka Co.'s plon to

open a once-secret oirport neor the Komcholko Peninsu-

la city of Petropovlosk is typical of what con be done.

The U. S. compony is working with local ond regionol

oulhorities to moke the facility ovoiloble as o stopover

for Western oircroft, and has pledged to help improve
the oirport as port of the project.

QiKJ

It

is obvious that Gen. John M. Sholikoshvili tokes over

the reins os choirmon of the U. S. Joint Chiefs of Staff

during a time of unprecedented chonge for the Ameri-

con military.

His 3.4-yeor coreer hos included severol tours of duty

on the Pentogon's Joint Staff, but

herewith some advice on political

Washington:
Skilled communicotion is indis-

pensable. Whenever contemplating

military intervention, explain to the

public everything that could go

wror»g. The intensity of the bocklosh

ogoinst the Somolia operation has

been fed in port by the foilure to

communicate the possibility
—dis-

cussed within defense circles eorly on
—that the situolion

could deteriorate into a guerrillo war. While that possi-

bility might not have chonged the ukimote decision to

Oct, oiring it fully might hove better prepored Congress

ond the public for the potentiol price to be paid for even

a humonitorion undertoking.
Proceed with o new type of orsenol built on nonlethol

weapons technology. It could be the key to successful

66 AVIATION WEEK i SPACE TECHtv(aOGY/Octol>«r 11 , 1 9?3

ADVICE
FOR THE
NEW JCS
CHAIRMAN

peocekeeping, ond it is one of the few oreos where

Congress would welcome new programs.

Keep a close watch on the U. S. Atlantic Commond
ond its new mandote to train U. S.-based units as joint

leoms. The links between U. S. ACOM and the opero-

tionol commends must be cleor ond

open. Don't let the quest for "joint-

ness" end in foilure.

While continuing that quest, be

reody to referee the inevitable turf

bottles among the services. As you

know, those battles intensify os bud-

gets shrink.

Start work now on further consoli-

dation of service roles and missions.

Don't woil the three yeors before the

next report is due to Congress.

Always remember thot your most Importont obliga-

tion is to provide unvornished advice to the president on

sending U. S. troops in harm's woy. Heed Colin I. Pow-

ell's dictum: "This is not on obsfrod intellectual exercise.

It is nothing less thon sending young Americon sons ond

doughters off to a foreign lond to fight other sons ond

doughters, perhops to kill them ond to be killed."
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Co/orfW fltgt ana tlrcratt tty «( P»»chU»»-DeKBlb Airport,

Bitt of th0 1993 NBAA >t«t/c ditplty.

Attendance Record Broken!
If the attendance figures at the 46th annual convention are a barometer of

the health of the business aviation industry, then it's in good shape. In fact,

convention attendance has already established a new record. The two^ay

registration of 17,505 has exceeded the total three-day registration of

17,312 at the 45th annual meeting last year in Dallas!

The association says that there are 681 exhibitors in 2,304 spaces,

surpassing last year's convention record of 636 companies in 2,260 spaces.

In addition, more than 145 aircraft are on static display at DeKalb4>eachtree

Airport. In 1992, there were 105 aircraft on display at Addison Airport.

Thursday
NBAA'93

New Pacific Stopover

California Kamchatka Company (Booth

3805>-a joint U.S. and Russian venture

fomned to prepare Elizovo International

Airport near Petropavlosl(. Kamchatka
for international operations-told attend-

ees here that approval to fly to and from

the airport without a Russian navigator
is expected to be received within a few

weeks. Complete approach plates are

also expected next month. That ap-

proval, which is likely to coincide with

ICAO approval of the airport, promises
to save corporate operators several

thousand dollars per trip, because they
would no longer have to pay the

navigator's fee and travel expenses.
There are no curfews or slot reserva-

tions. Fuel and ground handling costs

are competitive, and crash/fire/rescue

provisions are more than adequate. The

airport, which has been used for years

by the military and domestic Russian

airlines, is available on a 24-hour basis.

Operators can deal directly with CKC
or through any of the international han-

dling agents. For details see CKC offi-

cials here. G.A.G.
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SIBERIA BOUND
Once closed to the West, the pristine Kamchatko

Peninsula in Siberia is allowing an Orange

County firm access to its largest airport

for cargo transport and possible tourism.

An
Orange County-based finn is

about 10 make history. Begin-

ning this month. The California

Kamchatka Co. win ovenee the

flrst-ever cargo flights in and out of

Peoopavlovsk, Kamchatka, on a penin-

sula in the eastern ponion of the former

Soviet Unioa
Distance from OrangeCounty for this

major refueling and technical stopover

point in Siberia: 4,100 miles.

The Kamchatka peninsula was once

so off-limits toWesterners that200 people
00 a Korean Airlines flight lost their lives

because the aircraft breached the

peninsula's airspace. But now CKC, dK
localcompany.hasgained exclusive rights
to operate and develop Elizovo Airport

and the potential financial rewards can

only be guessed aL While this news is in

and of itself inioesting, the story ofbow
this all came about is even more so.

It is 1988, and the Soviet Union has

just sent upa rocket in die USSR's second

attempt at a mission to Man. The first

mission had ended in failure, meaning
that years of work and billions of rubles

were, pnctically speaking.spem for noth-

ing.

As die locket arches into the sky and
breaks orbit, it becomes evident to mis-

sion control dial diis ef-

fort, too, will go op in

flames.

Soviet space pro-

gram ofTicials are at wits

end. The Americanshad
reached Mars not too

many years before and

done so with fantastic

success; why areo'ltbey

similarly successful? It

becomes apparent to

Moscow that they might
never reach Man if left

to do so on their own.

The decision is made to

ask the American gov-
ernment for help, and

the Reagan adminisuation is petitioned.

The Berlin Wall at this time still

stands, and while Mikhail Gorbachev has

pot a friendly face on communism, trust

of d>e Soviets is not yet a Kxichstone for

those walking the haDs of the Oval Office

and Executive
< ^ Office Building.

NASA is di-

rected to state

that it will not

help die Soviets.

When word
reaches die sd-

entiflc commu-

nity in the U.S.,

the response is

outrage. Most

prominentofdie

voices ofdiscon-

tent are Carl

SaganandBruce

Murray, former

director of Jet

Propul sion
Laboiatories in

Pasadena. They
decide to take

matters into dieir

own hands and from the Planetary Soci-

ety, a private group dedicated to helping
die Soviets reach Mars. Tint administra-

tion does not object as it is a privaie group

and not a governmental one diat is pro-

viding die assistance, and since no classi-

fiedinfomuitxn is beingexchanged.Many
aspects of die Ikfan '94-'% Project will

have 10 be developed frmi scmch.
Soon the Hungarians and Rrench ire

on boanl, as are a number of American

companies, including an Orange County
firm, Steve Myen and Associates

(SMAA).
SM&A. an aerospace/hi-tecfa engi-

neering and consulting firm that special-

izes in proposal management, has a num-
ber of scientists on its payroll, inchiding
Tom Heinsheinerwho is a noted expert in

balloons. Balloons are something the

Soviets have no expeiieuce with and if

they are to be socc^sfiil in landing dnr
Man' land probe, they willneed torely00
balloon techixdogy.

Enter die collapse of die USSR ad
the creation of the CIS (Commonwealth
of Independent States). The Cold War is

oat, and economic levitalization is in.

Tbe people on die Kamchatka pminsnh
realize diat if diey are to nirvive in die

new world order, dieycan
'

irely 00 die old

mainstays of the niilitary and mininf;

they must have investment and business

know-how from die outside.

Myen,SM&A'sfounderandCEO,u
contacted and asked. "Would you mind

coming here to investigate the coltepre-

By Skip O'Neel

OWNGE COJWY kCTHOPOUTAN
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3teve Myers became Involved with Kamchatka after assisting with the Soviet Mars '94-'96 Project

Deurial possibilities that Kamchaika has

to offer?"

Myos is familiar with Kamchatka. It

is wbae the land rover fw the Mars '94-

'96 project that his company is involved

with is being tested (parts ofthepeninsula

bear an uncanny resemblance to Mars'

surface). He replies that he would love to

but on one condition: that he be allowed

to fly to Kamchatka not on a transport

plane but by himself, in bis company's
Commander 690B.

Myas is an aviation buff. A pilot for

more than 25 years, the wild blue yonder
bcdds endless fascination for him. With

Russia's borders considerably relaxed, be

realizes be has an oppwtunity before him ,

to be the first Westerner to fly into

Kafflchaika...and live to tell about it

1 was doing something in aviation,"

be says, "that had never been done."

Loading himselfand three odiers into

tbe plane, he leaves on a trip that will take

them to Cfmsu\f Alaska and finally into

the unknown areas soudi of tbe Bering

Straight
The interesting thing about the flight

isthatifooe lodesataglobe, itappears the

route they take is in the fonn of an arch.

Bat because of the Earth's shape, the trip

is more like a straight line.

^ Hie travelers enjoy themselveson tbe

way and in their stops in Canada and

Alaska.Few places in North America can

offer tbe awe-inspiring beauty of tbe Pa-

cific Northwest. In places like Juno,

See "SIBERIA"OK next page

SEPTEMBER 1 1993
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Orange County Business

Steve Myers is the driving force behind an aviation refueling company forging closer links with the Russian Far East.

KAMCHATKA: Aviation Link to Russia
CcBllBncd from Dl
are In the suite of offlces housing the

consullinjj firm Steven S. Myers &
Associates. That room, with its lone

computer, has become the heart of the

new venture. It is the dispatch center

where cargo companies and businesses

with flights headed to or from Hong
Kong and other Southeast Asian cities

call to reserve space and fuel at the

military base Just outside Kamchatka's

capital, Pelropavlovsk-Kamchatskiy.
By early next year, Myers said, that

office and 10 employees will move mto a

suite of their own across from his

consulting firm as part of a Byzantine set

of operations known as Califonua Kam-
chatka Cos.

"This is not a shoestring operation,"
the veteran pilot said.

Myers, a consultant on Russia's Mars

project, at first thought he had only a

modest business opportunity when the

Russian government invited him last

year to be the first American to land at

its main military airport in Kamchatka.
Russian officials were looking for ideas

on what to do with the airport
The airport under the former Soviet

Union had gained infamy in 1983 as the

base for the Soviet fighter that shot

down a South Korean Au-lines passenger

jet for straying into Soviet airspace. All

269 people aboard died.

AfUr he was asked to visit the airport.

Myers said, he spent a lot of lime staring
at the globe and studying aviation maps.
He realized that Pelropavlovsk-Kam-
chatskiy was almost on the line of one of

the most natural flight routes between

the United States and Asian destina-

tions.

He saw It as a place where business

aircraft, such as GuUstream IV planes,

could stop for refueling. The airport had

storage tanks for 7 million gallons of

fuel, repair facilities, two long runways
and a spartan but serviceable hotel.

"There is a lot of infrastructure al-

ready in place there, and it doesn't make
sense to build all new facilities," Myers
said. "If Russians want to turn to

capitalism, they should build on what

they have, take small steps first"

Besides, he said, his own business

strategy is to start with a minimum
investment and to renovate and rebuild

usmg profits of an ongoing operation.

Last fall, Myers began the arduous

process of signing protocols with the

Russian government, forming the joint

venture with a new Russian company

'Kamchatka is like

California—in 1865. It has

the same geographic

makeup, with its own Lake

Tahoe, its own Yosemite, its

own San Joaquin Valley and

even its own San Francisco

Bay.'

STEVE MYERS
Callfornta Kamchatka Cos.

and setting up the businesses to work

with the venture. What he got was

control of all international Hights at the

, airport.

Along the way, one of the directors of

his consulting firm, Richard Janisse of

Martin Aviation, suggested that Myers
consider servicing cargo planes. The

suggestion led to a gold mine.

Not only was it cheaper for cargo

planes to land in Kamchatka instead of

Seoul or Tokyo, it also shortened the

longest stretch in the Pacific trade air

route, allowing transport planes to carry

less fuel and more cargo— thus make
more money.
World Airways and smaller oper-

ations signed up immediately. Myers
said that Umled Parcel Service and

Federal Express, as well as Evergreen,

Alaska, Northwest and Atlas airlines,

also are waiting to begin refueling in

Kamcliatka.

For now. cargo flights are expected to

make up about 80% of California Kam-
chatka's business. Myers said.

Meantime, control of the operation is

in Newport Beach, and customers deal in

dollars, not rubles, for everything from

rtwm and board to repairs and refueling.

That gives customers confidence that

they are using a stable currency and

makes it easier to account for the

revenue. Myers said.

'The key was to control the money
here so it doesn't have to be repatriated

from Russia." he said. "We had U)

control it not only for ourselves but for

our Russian partners, because no one

knew what would happen if our custom-

ers paid in rubles in Kamchatka."

The refueling port is only the first step

in the grand scheme that Myers has for

Kamchatka. His next project to to build a

cold-storage facility at the airport so

Kamchatka can export its salmon to the

Western hemisphere and import U.S.

fruit and vegetables.

Following that will be efforts to build

hotels and develop the peninsula's econ-

omy.
"Kamchatka is like California-in

1865," Myers said. "It has the same

geographic makeup, with its own Lake

Tahoe, its own Yosemite, its own San

Joaquin Valley and even its own San

Francisco Bay."
Of course, the only bother, he says, is

that It's colder in Kamchatka.
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The ruggedly beautiful Kamchatka Peninsula is an area alMut the size ol Calitomia.

SIBERIA
From previous page

Alaska ihcy sec whatllicy diink is bon tier

life al its l>csL But Utile do they realize,

this is only the beginning.

They take off from Juno with provi-

sionsand a bit ofadviceon landing on the

gravel runwaysofnonhem S ibcria, which

is where they'll fusl have to land to pick

up a Russian navigator.

As they cross (he Bering Straight,

Myers sees something he says be'Unever

forget Because of the angle of the sun al

thai lalitude, the ultraviolet rays invaacl

in an odd way with the clouds and dust

particles in the aunosphcrc, making "ev-

erything look kinda pink."

"It looked unearthly," Myers iccalb.

*T felt like 1 was going to adiffercnt world.

It was a feeling that came over me that

comes over all adventurers. It's what

motivates people to explore."

When Ihcy land, it's as if they've

'gone back in time." Like Lindbergh

landing in Paris, the entire town of Korf,

their first stop in Russia, comes out to sec

Ihem. They've never had a Wcsu:mcr

land on their tiny airstrip, indeed, have

never suen a Westerner. People peer into

the strangers' plane. They touch, they

slarc. they prod.
Afu:r rcfucUng, the crew lakes off for

their final destination, the airport of

Elizovo near ihc town of Pcuopavlovsk,

population S,000. The town they see be-

fore them brings to mind what San Fran-

cisco must have looked like during the

Cold Rush and era of the 49crs. Quaint
wooden houses, small uec-lincd sircels,

and a bay ihal is every bit as bcauliful as

San Francisco's, though Ihis is Siberia.

The conditions they live in arc so

spartan, so primilivc U) what we're used

to," says Myers. "Because ihey'vealways
had the government supposedly to lake

care of things, Ihcy have no inuaesi in

keeping up public lands. So while their

apanmcnls arc tidy , the door 10 the apart-

ment building is off its hinges, the build-

ing itself needs paint...

"But 1 got over it and began to sec

them as people and filured out their,

environment thai ihey were living in.

And what 1 understood was that they're

peopk: just like us. They have problems
wilh what ihey don't know aboulbusiness

and free enterprise and all the things Ihat

made America successful But Ihc things

they want for their children are the same

things we want for ours. They have the

same needs we have. Once I saw ii in Ihal

context, the entrepreneur in me came

ouL"

Fast forward one year later, to August:

1993, as Myers is preparing for the first

set ofcommercial cargo flights to evergo
out of Pciropavkrvsk.

Why the big deal about going out of

Kamchatka, though?
Commercial cargo carriers, like UPS

or Fed Ex, do their best lo maximize the

cargo-to-fuel ralio.and get)cially areable

to get a ratio of S-lo- 1. But Ihal assumes

legs of the uip that arc of equal distance.

As it stands now, though, if a cargo

plane is going out of Hong Kong, an

important hub of goods destined for the

United Stales, it has to stop in Seoul or

Tokyo before continuing U) Anchorage.
This means Ihalon the long leg Ihey have

lo carry more fuel and less cargo in order

to go the distance.

Being able lo stop in Petropavlovsk
means that ihc (light can be made wilh

two relatively equal legs, thereby maxi-

mizing cargo capacity and. in lum, prof-

ilabilily. In some instances, current two-

slop services become one-stop operations.
The first (light into the peninsula

already has taken place with a World Air

(light Ihal brought leftover medical sup-

plies (rora Desert Smrm lo the people of

Kamchatka.
On ScpL 1 . regular service starts go-

ing in and out of Elizovo Airport three

times a week, and a year's worth of plan-

ning win havecome to fruition. A year's

worth of dealing wilh the Kamchatka

provincial government Uial oversees a

population of about 250.000 on ihc pen-

insula. A year's worth ofdealing wilh Ihc

Sovia empire's lefu>ver bureaucratic

nighlmarts. A year's wntb of trying lo
train Russians in the Western method of

doing bosiaess, replete with lessons on
profit and customer service, not an easy
task.

"We're constantly educating them on
these things." says Chuck DeVore,CKC'i
director of customer service and market-

ing, "and you have to be very patient"
"What we're facing."adds Myers, "is

an enormous challenge to get people lo

work to our standards. It's a long-term
cultural problem.

"What we have to do is build a suc-
cessful business lo provide a foundation.

"But it's inleresting because while the
conditionsate primitive thereand lifestyles
are poor, the conditioiis are no different
than in our iimer cities here. What's
different is the genuine lack of options.
There's no McDonald's lo get a job at,

there ate no consumer goods, at least in

quantity."

As Myers sits in his Newport Beach
office in early August, he is like a kid

wailing for Christmas to come so he can

open that big box ihal be is certain con-
tains the Red Rider wagon he's been

asking for.

Going along with him on the inaugu-
ral trip willbe representativesfromWorid
Air. UPS. Fed Ex, Atlas and Alaska Air,
which has rights for passenger servce in

and out of Petropavlovsk.
In addition to the cargo trips and

business air flights in and out of the

airpon, Myers has other plans forCKC's
operations on the peninsula.

For one. he is talking with a Dutch

expatriate, who set up the first Western-

style supermarket in Kamchatka, about

carrying American goods in addition lo
the European goods be already carries.

Also, he's talking about bringing cold

storage facilities \o the area.

Another kmg-tenn possibility after

the airport, infrastructure and hotels ate
in place will be to bring uxirists into die

area.

•This place is exactly like California

was 150 years ago," says Myers. "It has
some of the best fishing in die world. It

has its own version of the San Francisco

Bay. We have Lake Tahoe or Desolation

Valley,dieyhaveGeyser Valley. Wehave
the Sierras, they have the Sredinny and

Vostochny ranges."
He also points out Ihat Kamchatka,

longafavoritehaven fortheiv/NinBc/uij
and nomenclature oftheoU USSR for its

pristine forests, prime skiing '•"^iTHWit

aixl ample hunting opportunities, has
other lures for tourists.

"The Japanese love lo ski," be points
outTokyo is only a two-hour Oightfrom
here. With the prices wecouU offer, this

is perfectly suited for them."

"But I think it woold be ofeven more

appeal toAmericans(Ancborageis 1.9S0
miles southeast). There'ssomething fron-

tier-like to it, and I diink that'salluring to

the American mindset."
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Cargo's

secret

service
A FORMER top-secret
Ruulan alrliase Is to be
used n a tow-cost

refuelling point for

airfreight operators flying
northern Pacific routes.

World Airways Is to

t>egln using ciizovo

airport at Petropavtovsic
twice a weeic as a

refuelling point for Its

routes to Japan and Hong
Kong.

The airport, which Is

located 1,500 miles north-

east of Tokyo and 1 ,950
miles south-west of

Anchorage, Is well sited

for Pacific Rim trade.

K Is the airport used by
the Soviet MIG which shot
down Korean Air Lines

flight 007 In 1983.

This month, a

shipment of medical

supplies Is to be flown
out of the USA on a DC-
10-30. The supplies,
valued at $1.5 million, are

being provided by the

UnHed States

government, and World

Airways, which has a

long history of flying
relief missions. Is

donating Its service,
valued at $100,000, to
make this urgently
needed flight possible.

The supplies will l>e

loaded onto the airline's

widebody freighter at

Travis Air Force Base In

Califomla and with the aid
of a Russian navigator
the aircraft is to land at

the alrfoase outside of

Petropavlovsk on the
Kamchatka penlrtsula.

Dozens of pallets and
containers — estimated
to t>e a year's supply —
will be unloaded by hand
to be distributed to local

hospitals.



163

KAMCHATKA AIRPORT
TO OPEN FOR FUGHTS
JEFFREY M. IfNOROVITZ/WASHINGTON .

Aonce-sacret
Russian airport near the

Kamchatko Peninsula city of Petro-

povtovsk is to be opened next month os a

lowermost refueling stopover point for in-

ternational airlines.

Tfw Elizovo International Airport is be-

ing offered initiolly for the refueling of

cargo tronsports operating between des-

tinotions in Asia ond the U. S.

A U. SVRUSSIAN JOINT venture called

the Colifornio Komchotko Company
(CKC) ultimately hopes to develop the

airport as a full-service facility, support-

ing passenger flights that bring tourism

and business into far eastern Russio.

Elizovo International's opening is rep-

resentative of efforts across the former

Soviet Union to upgrode the aging, sub-

standard oviotion infrostructure ond to

moke more airports ovoiloble for civilian

use. Much of the activity involves the

support/investment of Western com-

ponies.
World Airwoys has agreed to use

Elizovo Internotionol twice a week begin-

ning Sept. 1 OS a stopover for U. S.-Hong

Kong cargo service it operotes for Bur-

lington Air Express "We will be using
the airport instead of Seoul, Korea, be-

cause of its ideol location," Russ Wilson,
World Airwoys' chief pilot, said.

Another U. S. corrier will bring 747s
into the airport for refueling on Pacific

flights once the facility formolly is

opened, occording to Dennis Crosby,
CKC's chief executive officer.

"User rotes ot the airport will be rough-

ly 80% of those charged at Seoul and
obout one-third of the rotes at Tokyo,"

Crosby said. "The fuel costs will be tied

directly to the price at Seoul—which is

one of the lowest in the region. In oddi-

tion, there ore no curlews, no slot con-

trols ond no operotionol restrictions at the

Russian oirport."
The facility lies directly under the new

Komchotko 1 air route ihot is being
mode available for use by Western and
Asian aircraft. "Kamchatka 1 saves
obout 35 mtn. in flight time competed
with the heavily-used air routes in this

part of the world," Crosby said.

A relief flight was flown into Elizovo In-

ternational earlier this month by a World
Airwoys DC- 10-30 with obout $1.5 mil-

lion worth of much-needed medicol sup-

plies far the region. It wos port of the as-

sistance to for eastern Russia pledged by
President Bill Clinton at the Vancouver
Summit earlier this yeor. The flight wos
orgonized through the U. S. State Dept ,

and World Airways provided the DC- 10
and services of its crew. A Russian novi-

gotor was on boord the DC- 1 for its or-

rival and departure since the airport and
Kamchatka 1 oirway hod not yet formal-

ly been opproved for use by ICAO.
EUZOVO INHRNATIONAl has a main

runway 11,155 ft. long and 200 ft

wide. A porollel runway is 8,000 ft.

long. Novigotion facilities include two
non-directionol radio beocons (NDBs), in-

strument landing system (ILS), and preci-
sion opprooch rodor (PAR).

The airport handled some 15,000
Aeroflot operations in 1991 on military
and government-related flights that car-

ried obout 500,000 passengers, accord-

ing to Crosby. Russian oir force oircroft

hod been stationed there, ond it was the

bose for the fighter thot shot down Kore-

an Air Lines flight 007 in 1 983.

Support equipment at the facility is

"largely compatible" with Western oir-

croft, although there ore some exceptions

36 AVIATION WEEK i SPACE TECHNOIOGY/Augusi 1 6, 1 993

that ore being re-

solved by the CKC
joint venture. The

airport lacks a

main deck loader

for cargo, ond ef-

forts ore underway
to locate one that

wos reported to be

somewhere in the

Russion far east,

Crosby said.

There is not on

immediate need

for this equipment,
however, since the

planned refueling

stopovers by
World ond other carriers do not involve

looding/unlooding of cargo at this time.

Elizovo Internotionol's fueling system is

adequate for Western-built aircraft, Cros-

JKJJg J .TPjr-. 'fjLV

^ire-fighting truck at Elizovo airport is a

converted MAZ-543-type vehicle pro-

duced OS a transporter/erector for Scuds

and other surface-to-surface weoponJ.

by said, although
some modifica-

tions ore being
mode to its filtra-

tion system.
CKC is bringing

in filtration equip-

ment to Elizovo,

and port of the

hardware was in-

cluded in the pay-

load carried by the

World DC- 10 on

this month's relief

flight.

Crosby said

there is a wide ar-

ray of heavy duty

support equipment on the airport, includ-

ing two fire-fighting trucks that ore con-

verted missile tronsporter/erector
vehicles.
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Photo by MondCorp

A Russian cusloms ollicer boards a World Airways DC-10. Ihe first US plane lo land at Elizovo Inlernalional Airport, as a

mainlenanco crew looks al Ihe lirsi US lel engine mey have seen The flight last week brought a donation of medical supplies.

Ex-Soviet fighter base converted

to 'technical' stop for WorldCorp
By David Field
nC MUHMOTON TWiS

WorldCorp has flown in and out of

some hot spots t— it operated the last

flight out of Saigon before South Vietnam .^

fell — but now in an aviation version of

swords turning into plowshares, the

Hemdon charter airline company will

serve a Siberian airport that was a top-

secret Russian fighter base.

By September, the firm's World Air-

ways unit will make regular stops at the

landing strip at Petropavlosk, located on
the Kamchatka peninsula. In pre-

perestroika days, the airport was a Soviet

air force installation and the base for the

jet that shot down Korean Airlines Flight
007 a decade ago.
A US.-Russian joint venture, the Cali-

fornia Kamchatka Co.. has converted the

facility for civilian use. and WorldCorp
will be its first regular customer

World Airways' first fUghl earlier this

month into the Elizovo airport, as the

Held is now called, wasn't commercial
but a mission of mercy. A DC-10 flew m
a US. government gift of SI.5 million

worth of medical supplies for the people
of Petropavlosk. WorldCorp donated its

fees for the flight, which would cost about

$100,000 on a regular charter contract

President Clinton pledged to donate
the supplies at a recent international

summit in Vancouver. Canada, and State

Department Director of Humanitarian
Assistance Harold Klein said the prom-

NEW RUSSIAN PIT STOP
Hemdon-based World Airways is the first customer
for an airport run by a U.S.-Russian joint ventur* on
the Kamchatka Peninsula. World Airways' cargo
planes flying to Japan. Korea and Hong Kong wli

stop there on refueling stop*. The facility is

former Soviet military base.

ise could not have been fulfilled without

the airline's donation.

When the World Airways plane
touched down earlier this month with the

60,000 pounds of medical supplies, about
a year's worth, two local women in Far

fc^slem folk costumes greeted the crew
with traditional Russian symbols of wel-

come: a flat loaf of freshly baked bread
with a decorative cup of salt plac^ in its

center

l*m> br P«U Campion / Th> Waitangton T

"There was even an American flag fly-

ing." World Airways Captain Russ Wilson

noted.

Some legacies of the Cold Wir remain

at this cold spot, however Red mobile

missile launchers are now the airport^

two "foam cannon" or firefighting equip-

ment The launching arms, now equipped
with spray nozzles, would be extended to

see BASE, page C3
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A Soviet rocket launcher converted to an airport toam-spraying firefighting vehicle waits near the World Ainways plane

that brought donated medical supplies for ihe nearby city of Petropavlosk to the Kamchatka peninsula airport

BASE
From page CI

get foam nearer any flames.

WorldCorp, which was founded in

1948 and moved to the Dulles area

from Oakland, Calif., in 1987, carries

commercial air cargo, often for

other all-cargo airlines that need ex-

tra planes. It also carries both mili-

tary freight and personnel, as well as

chartered passenger flights such as

Middle East pilgrimages.
Its flights will begin landing at the

Elizovo International Airpon twice

a week as of Sept. 1, using it as a

"technical" or refueling stop on reg-
iilar charter routes. A technical stop

is a point at which a plane can refuel

and its crew refresh, although it

cant pick up or let off passengers or

cargo.
World Airways will use it for refu-

eling planes hauling cargo to and
from Hong Kong and other major
Pacific Rim destinations.

The airport's Russia-based back-

ers, the California Kamchatka Co.,

want to develop the faciliry as a low-

cost competitor to Anchorage,
Alaska; Seoul; and Ibkyo airports,

the most common technical stops.

Anchorage has long been the ma-

jor technical stop on trans-Pacific

routes, but that's changing.

Longer range planes can make
flights bypassmg Anchorage Inter-

national Airport, where the average
daily number of international flight

landings has fallen from 30 just fi\'e

years ago to five now.

At the same time, recent US.-
Russian aviation treaties ha\'e cre-

ated new routes that allow direct

flights over once forbidden areas.

The Kamchatka area had been a

no-fly zone for years, and civil air-

liners had to take routes that skirted

it. The KAL Boeing 747, which had
refueled at Anchorage on the fatal

night of Aug. 31, 1983, erred in tak-

ing a shortcut over the area, unfortu-

nately on a night when Soviet de-

fense forces were on fuU alert.

That, though, was an ice age, or a

least, a Cold War ago.

Now, as direct flights grow, Cali-

fornia Kamchatka Co. intends to at-

tract business because' a plane can

save 35 minutes in flying time to

Elizovo compared with other routes,

and it has no curfews, as do some

competitors.
California Kamchatka Co.'s chief

executive officer. Dennis Crosby,

said Elizovo's fees are low enough
that using it costs two-thirds less

than using Tokyo. Elizovo's

11,155-foot runway can handle any

plane, he said in a telephone inter-

view from Russia.

California Kamchatka Co. is a

joint U.S-Russian venture whose
workers are trained and managed by
Americans. Fifteen of its air traffic

controllers are presently enrolled in

courses approved by the Federal

Aviation Administration to learn

English.

Although WorldCorp is not a part-

ner in the airpon venture, its com-
mitment marks the facility's first

steady business. Eventually, Mr
Crosby said, he hopes to develop a

tourism business in the area, which

is located northeast of Japan. "It's

got gorgeous geysers and other nat-

ural attractions," he said.

As for Elisovo's short-term future

as a tech stop, "it might work out for

planes carrying heavy loads or

fighting headwinds," Fairfax-based

aviation consultant Paul TUrk said.

"It depends on the fees and

whether or not the Russians are sell-

ing fuel cheap to bring in hard cur-

rency," he said, noting that the best-

known tech stops — Shannon,

Ireland, and Gander, Newfoundland
— have dramatically diminished in

importance.
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DOT Giv«» ChinoM One Mors Week To Settle Evergreen Dispute
DOT has granted a request by China Eastern and Air China for a one-week exten-

sion to respond to sanctions proposed by DOT at Evergreen International's request. Evergreen had

combined that the Chinese carriers are preventing it from starting scheduled cargo flights to China by
obstructing its business. The two carriers said they have been negotiating In good faith for some time
with Evergreen In efforts to resolve the problem. Evergreen does not object to the extensiotv they said.

DOT had proposed prohibitingChina Eastern and Air China &x>m providing service to the U.S. (DAILY,

July 30). DOT said the carriers have until Aug. 16 to file their objections to the department's tentative

findings. (Docket 4dS29)

DOT Suspends U.S.*Lagos Flights For Inadequate Airport Security
TXft is suspending all air service between the U.S. and Murtala Muhainined Airport in Lagos, Ni-

geria, because of unsafe conditions. DOT determined last October that the Lagos airport did not maintain
and administer effective security measures, and that this was threatening the safety and security of pas-
sengers and crew. FAA then provided technical assistance to the Nigerian government to help improve
the security, but a subsequent assessment found It still does not maintain the degree of security needed.
IX3T is discontinuing the authority of U.S. and foreign carriers to operate between the US. and the airport
in Lagos, specifically prohibiting Nigeria Airways from providing the service. The order w^ affect a

proposal by Northwest made last week to operate to Lagos via Amsterdam under a code share with KLM.

PcKific International Plans Panama-Miami Cargo Flights
Padfk Infemaaonal Airlines has applied at DOT to operate non-scheduled cargo service between

Panama Dty, Panama, aiwi Miami, beginning Sept. 1. The carrier, based in Paruima City, proposes to

operate four non-scheduled roundtrip flights each week in the market using a 727-100 freighter. Sched-
uled cargo service is offered in the market by American, Challenge Air Clargo, Arrow Air and COPA.

Tadflc understands further that Panama is prepared to consider fully any US. carrier applicatioiu
for fifth-freedom operating authority in accordance with the terms of the US.-Pai«n\a bilateral,

which grants US. carriers the right to operate from Panama City and the Canal Zone to points in the
Western Hemisphere. Padflc believes that the government of Panama also would be receptive to US.
carrier charter flights consistent with the excellent bilateral relationship between the two cotintries."

(Docket 49077)

Sun Jet Set To Begin Newark-Detroit Chorterc
DOT has tentatively found Largo, Fla.-based Sun Jet International fit to provide charter service. The

new company wiH be operated by a group of former airline employees and its sole owner and president,
Thomas Kolfenhach, formerly president of Key Airlines. Sun Jet has prof>osed offering charter flights
between Newark and Detroit using a leased DC-9. It also wiD operate track charter programs on the

weekends from East Coast cities to Florida. The carrier said it has available iiutiai capitalization of more
than $3.2 million, which includes a $2 million line of credit from Leisure Clubs Intematiortal and a loan as

needed of $950,000 from a non-US. dtlzen. Mobile Aerospace Engineering Inc. (Docket 48759)

Trtmscorgo has Informed DOT It now plans to operate cargo flights between NQami and San Jose, Costa

Rica, via Panama under a wet lease with Mian^i-based Fine Airlines. The carrier In January asked for

authoiltjf^U) operate on the route^wlth aiixTaft dry-leased from AgroVWr. "tD6tkef46417> v

/W«rW Alrwray* recently flew 80,000 pounds of medical supplies to Petropavlosk. Russia, aboard one of^^ ^|||
its DC-10-30 cargo planes. The aircraft landed at the formerly top secret air base outside of Petropavlosk y^ \

yon the Kamchatka Peninsula. y
Troalodoi has applied at DCTT for rei\ewal6f ib foreign air oufiler pemill iiithorizlng non-scheduled and
charter cargo flights between Guatemala and the US. (Docket 49076)

Air CMna will take delivery of two 737-300s under a contract from China Aviation Suppliers Corp.,

Boeing said. (3Una has committed to 95 737-30Qj, of which 55 have been delivered.
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AIRLINE OUTLOOK

COMPIlfD BY PAUL PROaOR

U. S.-GERMAN
FROION

CLEARING THE AIR

HAVE UCENSE,
CAN'T FLY

PRICE FREEZE FOR
AlUNGAIRUNES

WORLD INTO

KAMCHATKA

SPANISH

ECONOMIC
DOLDRUMS

INCREASING
COMPETmON

THE GERMAN GOVERNMENT is considering the terminofion of the U. S.<5erman air

rights bilateral. Bonn officials consider the timing right for such a "worning shot" to em-

phasize Germany's desire for a more balanced air transport agreement. U. S. carriers

now enjoy cabotage and fifth-freedom traffic rights in Germany with no reciprocity, Ger-

man officials said. The government intends to negotiate a new bilateral similar to the

U. S.-U. K. Bermuda 2 agreement.

AIRLINES ARE AAAKING it harder for smokers. The International Civil Aviation Organiza-
tion has set o 1996 target for a worldwide ban on smoking on board passenger trons-

ports, following the U. S. and Conodion examples. Singapore Airlines will add a no-

smoking Singapore-London flight in September, its 28th smoke-free route. At the some

time, British Airways will expend its smoke-free network with new London-Los Angeles-Son
Francisco service. The Civil Aviation Administration of China also is introducing smoke-

free flights. Neorly 50% of Cathay Pocific's routes ore smoke free now and its goal is

100% by 1995. Like other corriers. Hong Kong-bosed Cothoy reports 90% of its passen-

gers wont smoking banned. Japan is expected to be a holdout for smokers in Asia. When
Lufthansa tried smoke-free service two years ago, passengers revolted.

EUROPEAN PILOTS FACE serious obstacles in obtaining jobs in other European Commu-

nity (EC) countries despite the unification of the Europeon air travel market. Nine out of the

12 countries there hove not enacted EC lows giving qualified pilots ond flight engineers
the right to work in their territory. Bureaucratic obstacles also ore hindering cross-border

job changes. Pilots with under 1 ,500 hr. face the most problems.

BOEING HAS INSTFTLITED o price freeze on all spares for current production commercial

transports as well as related ports common to out-of-production models. Now, 1992

prices are good through May, 1 994. Orders con be held for several years to meet up-

coming requirements. Boeing olso is working with customer airlines to help reduce their

spares inventories and parts order times.

Vv'ORLD AIRWAYS IS SCHEDULING twice-weekly technical stops at Elizovo Airport neor

Petropavlovsk in the Russian Far East beginning Sept. 1 . Use of the 24-hr. oirport elimi-

nates curfew problems experienced at most oirports in northern Asia and reduces ground

handling fees. It also allows World DC-10-30 freighters to fly a more direct route to An-

choroge from major Asian cities. Aircraft will use the new trons-Komchatka airway.

IBERIA NEEDS at least 2.3% notional economic growth in 1993 to return to profitability,

according to top manogement. Although revenue passenger kilometers on the carrier's Eu-

ropean and intercontinental flights grew 8.2% and 7.7%, respectively, over the first five

months of 1993, traffic on moinstoy domestic routes fell over 7%, largely due to the mori-

bund Sponish economy. Despite a wage freeze and cutting 4,600 jobs in the post 1 8

months, losses accelerated $18 million to $178 million in the January to May time period.

The Spanish economy is not expected to revive before 1 995.

PORT OF SEATTLE plans to build a 300H-oom hotel and office complex at Seattle-Tocoma

International Airport to increase the airport's appeal to business trovelers. Studies for a

third runway
—which would reduce bod-weather landing delays

—also ore moving for-

ward. Hotel complex occupancy is scheduled for 1996. The new construction will open
more odministrative spoce in the main terminal.

AVTATKDN WEEK 4 SPACE TECHNOlCX3Y/Augofl 2, 1 993 15
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I THE DAILY BRIEFING

MARKETS

stocks
Dow 30

3.560.99

Stocks

NASDAQ
707.66

OC Stocks
Franklin index

146.80

Rates

30-yr. Treas.

6.55%

Gold

Republic Bank

$405.35

Dollar

Japanese yen
104.37

BY THE NUMBERS
biterejt rates on short-term Treasury
securities were mixed in Morxjay's auction.

Ort«gory 3 month 6 month

T-BILL RATES
Discount rate

3.40S

Return to

investors 3.17% 3.35%

Prites $9,921,60 $9,835,70

Fed 1-year ThitwMh lattwMk
T-bill Index 3.57% 3.53%

Source: The AssociatKl Press

QUOTE
"The events ...

vindicate our

decision to

suspend ster-

ling's member-

ship in the

exchange rate

mechanism."

JOHN MAJOR,
Britain's prime

minister, on the

latest twist in the

currency crisis.

Story on Page 3

CHATTER
St. Peter's Gate: AWorid
Airways DC-10 bearing leftover

medical supplies from Opera-
tion Desert Storm touched down
last night in Petropavlovsk-
Kamchatsky, Russia. That rep-
resented both a goodwill mis-
sion for World and the first

commercial flight serviced in

Russia by Newport Beach-based
California Kamchatka Inc. The
Orange County concern has ex-

clusive servicing rights for

Western flights moving through
the East Asiatic seaport. Chuck
DeVore, CKC's director of cus-

tomer service, crows, "We are
the gas station that gets them
up and running."

Nothing but net: Caibert

Cheaney, last year's NCAA Bas-

ketball Player of the Year and
the No. 6 pick in the recent
NBA draft, has signed a five-

year deal to endorse shoes for

Asics Tiger Corp. of Fountain Val-

ley. Sales of Asics' basketball

shoes were up 63 percent last

year, the company said. Anoth-
er Asics basketbaU endorser is

Detroit Piston Isiah Thomas.

It's not Hemingway, but:
The Santa Ana Public Library
is selling 45 "gently used" busi-

ness books and directories only
a CEO or MBA overachiever
could love. Dun's Industry
Norms & Keys goes for $50.

Fairchild's Retail Stores Direc-

tory could be yours for $10.

More information, (714) 647-

5273.

On the

Register's

InfoLine,

(714) 55(M«36
(no charge other

than tolls): )

Stock quotes
'

Category ..J001
O.C retailing

news .........J213

O.C stocks J212
Home-loan rates

. J241
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COMPIIEO BY PAUL PROCTOR

COMPETITION
MAKES STRANGE

ftEDFELlOWS

CIEAN SWEEP

TAX CUT DOWN
UNDER

BUILD AND THEY

WIUCOME

PRICE OF
COMPETITION

AIRWAY TO
NOWHERE

PARTS FLOW

UNITED AIRLINES and Trans World Express have worked out a code-shoring agreement
that will allow passengers from 20 northeastern U. S. cities served by the TWA commuter
to make connections with United's 35 internationol destinations from John F. Kennedy In-

ternational Airport. With 1 66 daily flights, TWE hos the most scheduled departures of any
corrier at JFK. The agreement follows a separate United announcement that it will discon-

tinue service to Bongor, Maine; Forgo, N. D.; Fresno, Calif.; Great Falls, Mont.; Hunts-

ville, Ala., ond Sioux City, Iowa, after Labor Day because of protracted financial losses at

those destinations. a

SIMULTANEOUS CLEANING and security screening of United Airlines 767-200ER trans-

ports hove begun in Glasgow, Scotland. The concept, developed by Aviation Defence In-

ternational, uses specially trained staff and cuts at least an hour from aircraft turnaround
time on tronsotlontic routes. Aircroft cleaning personnel receive background checks that

go 20 years into each individual's history. b

AUSTRALIA'S CIVIL AVIATION Authority is bucking a worldwide trend of increasing air-

ways chorges. The CAA will lower oirwoys charges by $73 million in fiscal 1 993-94 be-

cause of improved efficiencies, officials said. Average en route air traffic control charges
ore to drop 23%, landing, approach and departure ATC service charges by 1 8%, rescue
and fire-fighting charges ore down 5.2%, and aviation fuel excise taxes by 1 cent per
liter. In fiscal 1 992-93, the CAA reduced prices by $62 million. .

MORE THAN 40 OVERSEAS airlines will serve Osaka's new offshore oirport when It

opens in summer, 1 994. The Japanese government has granted rights to 35 countries to

fly to the new airport, and several more agreements ore being negotiated. Tokyo's Norito

Airport, where a planned runway expansion is stalemated, has scheduled links to only 38
countries. a

NEW OPEN SKIES policy at Korochi, Pakistan, has resulted in four new carriers [oining a
dozen others operating between Korochi and major Middle East destinations Dubai, Abu
Dhabi and Sharjah. Pakistan International Airlines (PIA), with 1 1 weekly flights, has seen
lood foctors to Dubai drop to 65% from 75%. Emirates, with 1 2 weekly flights, also has
suffered "substantial" losses on the route due to cheap "freight and fore" packages of-

fered passengers by African and Central Asian carriers. PIA and Emirates are discussing
a partnership to reclaim lost market share.

NO JAPANESE OR WESTERN air carriers hove flown the new, heralded trons-Komchatka

airway into Russia since its opening June 24. Japan's Ministry of Transport believes the

high use fee and poor en route navigation and communications ore responsible for the

lock of utilization. Airway copocity is limited to 30 flights a day due to the poor focilities.

FIRST ORDERS FOR GE90 parts ore beginning to flow to industry. Precision Castports, a
Portland, Ore.-based manufacturer, has received a $24-million order for 20 engine port
sets from General Electric for GE90 production castings, the value including recovery of

odvanced funding provided by Precision. To dote, airlines ordering GE90-powered
Boeing 777s hove specified 76 firm and 46 option engines. Precision is one of three reve-

nue-shoring participants in the development of the GE90, responsible for providing tool-

ing and test castings for specific engine components.

AVIATION WEEK & SPACE TECHNOIOGY/July 1 2, 1 993 15
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The Ntwslallar (or American Builncttea

ussian Far East News
A I a s k a C e n t e r (or I ri t e r n a t i o n a I B u s I n e s s » U n I v e r s it y o 1 A I a s k a A n c h o r age

Kamchatka Airport Expands, Provides Refueling Stops for International

Cargo Flights

By Doug Barry

A major airpon expansion project in

Petropavlovsk-Kamchaisky, Kamchatka

Province will purnp millions in hard currency

into the local economy, according to a

California-based company that is working with

the airpon to anxact international cargo flights.

Chuck DeVore. director of customer

senTce for The California Kamchatka

Company. Inc. says that within a year the

airport will be generating rmllions in hard

currency annually from landing fees, fuel

charges and support services. Within a few

yeai^ revenues should increase greatly. "We
assume that there will be plenty of money to

help the rest of the Petropavlovsk-Kamchaisk-y

economy develop." DeVore said, "and that

will mean additional opportunities for U.S.

suppliers of goods and ser>ices."

U.S. Consul General in Vladivostok

Randall LeCoq said during a recent visit to

Anchorage that the airport project has much

potential for the Petropavlovsk-Kamchatsky

economy and for U.S. businesses. He said that

he receiNed a warm welcome in the cit\' during

a \isil last April, and that there was great

etithusiasm for working with U.S. firms. "They
said I was the first U.S. diplomat to \ isii since

before World War n. My hosts were rather

reluctant 10 let me out of their sights."

DeVore said that the airpon project is being

funded from re\ enues earned through cafrier

operations. Major international freight carriers

are looking to escape the high costs and

congestion of refueling at Tokyo's Narila

airpon. They are also looking to cut time by

using a more direct route. Petropavlovsk-

Kamchatsky w ill take business away from

Tok70 rather than from Anchorage » hich is

also an important refueling stop on the way to

and from Asia.

Russia and the U.S. recently reached an

aviation agreement that gives the US. new

rights to serve Petropavlovsk-Kamchatsky. as

well as Vladivostok and Yuzhno-Sakhalinsk.

The U.S. already had rights to serve Magadan
and Khabarovsk.

DeVore's firm is now recruiting Russian-

speaking American citizens with aviation

backgrounds. "We have to teach people in

Petropavlovsk-Kamchatski how to manage a

modem airpon that serves a very demanding
international clientele."

Individuals and firms interested in the

Petropavlovsk-Kamchatsky airpon project

should contact Chuck DeVore, The CaUfomia

Kamchatka Co., Inc., 1301 Dove Sl. Suite

720, Newpon Beach, CA 92660. Phone:

(714)975-1622.

Agriculture

Amur Privatization

As of April 1 1 1 993, 200 province state-run and

collective farms out of a total 213 have been

reorganized. Of this number, 128 have become

limited partnerships and 12 have become farm

households' associations. In all, about 3,000

indixidual farm households have withdrawn

from the state-run and collective farms.

(4-17-93).

Private Farms in Primorye
Vladimir Khizhinski, Primorye Territory's

recenOy appointed deputy administrative head

for agriculture and a private farmer himself,

observes that private farming is much more

efficient Private individual vegetable gardens

and farms produce up to 10% of potatoes and

vegetables consumed in the territory. In their

best times, collective and stale farms were

producing only 50% of the territory's meal and

milk. The rest was shipped in. A private farmer

yields 3 times as many potatoes per -acre and

2.5 times as much milk per cow as do the

also provides no-interest loans to farmers'

associations to purchase equipment and

machinery, including foreign-made products.

(4-30-93).

Conferences, Trade

Missions and Travel

Build Russia Conference

Quest Venttires is organizing Build Russia '93,

a trade show and conference focusing on

conunercial and residential construction and

infrastructure-building in Russia. The

invitalion-only event will be held in Moscow,

Russia ftx)m September 13-16. To attend,

contact Roderick Melanson at (617)248-0021.

World Trade Center Alaska (5-22-93).

USDA Trade Mission

The U.S. Depanment of Agriculture will

sponsor a trade mission to the Russian Far East

from July 1 8-30. Contact William Mon at

(415)461-5820 or John Ward at

(202)331-7742.

Women's Conference

Inwgine, an international women's conference,

will take place August 6-15 in Petropavlovsk-

Kamchatsky. Contact Tiffany Markey. UA
Office of Russian Affairs, (907)786-7704 or

Joanne Grady. Innovations. (907)463-5586.

Communications

Licenses Sought
The Sakhahn Province administration has

petitioned Russia's Communications Ministry

for a license to develop a radio telephone

communications system. Sakhahn Telecorrij

and Krilyon joint ventures are vying for the

project Sakhalin Province will grant the

licensee a $5 million bonus to develop and

upgrade the existing telephone networks.

Primorye Territory had applied for such a

license but was turned down by the ministry

without explanation. The US-Russian

Primielefon had been established to develop

the system. The territorial council is now
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COMPRED BY PAUl PROOOR

JALAnACKS
COSTS

SCANDINAVIAN
RAPID TRANSIT

SIBERIAN

QUICKSTOP

SMALL IS

PROFfTABLE

SINO-U. S.

SAFETY NET

AIRPORT

COMPETmON

NEW LEASE

ONUFE

SHOP AT JFK?

JAPAN AIRLINES is expending operotions ot its wholly owned subsidiory, Jopon Air Char-

ier. The charter corrier operotes o single DC-10-40 to oversees resort destinations using

bwer<ost foreign crews. In particular, solories for Japan Air Chorter's 92 Thai flight otten-

donts are 20% of those for their JAL counterparts. In November, new Japan Air Chorter

services will reploce JAL flights to Honolulu from Sopporo end Fukuoko. Three more (X-

1 0-40s ond seven Boeing 747s will be transferred to Japon Air Charter while JAL concen-

trates on high-yield business trolfic between Jopan and the U. S. ond Europe.

SEVERAL SCANDINAVIAN oirlines will teom within a few months to lounch a joint venture air

express compony lo chollenge integroled worldwide operators such os Federol Express in the

Scandinavian morket. SAS, Broolhens, V/ideroe, Bilspedilion ond Finnoir subsidiary Piccolo

will deepen their small porcel and document delivery cooperolion, colled Jelpock.

THE CALIFORNIA KAMCHATKA CO. is helping prepore Elizovo Airport, outside of Pelro-

pavlovsk on the Komchclko Peninsula of Russia, os a low<05l, eosy-occess refueling point

for freight operotors flying northern Pocific routes. The airport, with on 1 1,155-ft. main run-

way, is sirotegicolly locoted between Asion cities such os Hong Kong, Toipei ond Shonghoi

and North Americon West Coost destinations. A joint venture between CKC ond a consor-

tium of Russion orgonizolions will service its first flight at Elizovo on Aug. 1 using Americon-

troined and monoged personnel.

WITH THE ADDITION of service to New York LoGuordio end Woshington National oir-

porlj on June 20 ond Sept. 7, Houston-bosed Ultreir will hove filled its onticipoted morket

niche. Additionol new service will be inouguroted to Chicego only, occording to o top air-

line officiol, ond Houslon-Los Angeles flights will be restored. The four-month-old corrier now

fliei three times doily between Houston ond Nework (N. J.) Internotionel Airport.

THE U. S. NATIONAL TRANSPORTATION Sofety Board will help train accident investigators

for China. Agency officiols were invited lo Chino lo discuss shoring investigotive expertise

ofter four major civil oviation Occidents occurred there within a yeor. The NTSB expects the

ogency moy need to establish o regional presence by the end of the decade due to the lorge

number of U. S.-monufoctured aircraft being sold to Chine ond expected treffic growth.

OFFICIALS OF LIVERPOOL AIRPORT, in northwest Englend, will opply for planning per-

mission lo expand focilities lo increose cepecity to 12 million passengers o yeor. The

decision puts the eirporl ot odds with neighbor Monchesler Airport, which is seeking lo

build o second runwoy. Liverpool officiols plon first to extend the existing lerminol to

hondle 3 million possengers o yeer end then build o new lerminol ond other facilities to

quodruple copocity.

AlENUV'S OVERHAUL SUBSIDL^RY, Officine Aeronovoli, will convert two McDonnell Doug-

k)s DC-1 0-1
trijets

into full cargo configurotion for Inlernotionol Leose Finonce Corp. under

o $20-miHion confroct. The bose also has won on $1 8-million controd to Irensform four DC-

8-71 four-engine frensporls owned by lessor GPA into freighters.

UNITED AIRUNES is toking over two boys in defunct Pan American World Airways' Hongor
1 9 ot John F. Kennedy Internotionel Airport in New York, ond moy occupy o third boy if

oirport officiols con find someone to loke over United's existing leose on Henger 4. Unlik«

Uniled's focilities in ihet hongor, eoch Hongor 1 9 boy con fully enclose o Boeing 747.
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Final assembly of the first Airbus Super Transporter (AST) (shown above)

hasbegunin Toulouse, France. TheAST is scheduled for its first flight during
the second halfof 1994 with deliveries to begin in October of 1995. The nose

loading freighter will transport 50 tons approximately 890 nautical miles.

The first flight of the AIRBUS A300-600F is

scheduled for December of this year. FedEx will

lake delivery of the unit, equipped with CF6-
80C2AGF engines, in April of 1994.

The CALIFORNIA KAMCHATKA COM-
PANY (CKC). a U.S.-Russian joint venture, will

begin in August to offer lech slop services for

commercial passenger and cargo aircraft at

Petropavlovsk (Elizovo Airport) near the southern

lip of the Kamchatka Peninsula. Petropavlovsk
has an 1 1 , 1 00 foot runway and is located approxi-

mately equidistant from Hong Kong (3,148 miles)

and Seattle (3.325 miles) along the great circle

route for Pacific Rim trade.

GARUDA INDONESIAN AIRLINES and KLM
recently signed a cooperative agreement to de-

velop cargo and passenger traffic between Asia

and Europe. KLM assisted with the formation of

Garudainthe late 1940s al the time of Indonesia's

independence.

SHORTS (continued from page 19)

Freight Foi-narder Update: Air Express International has reached

an agreement with Royal Dutch Van Ommeren of the Netherlands to

purchase that company's Votainer group. Votainer is one of the world's

largest NVOCC (non-vessel operating common carrier) operators, with

1992 gross revenues of $130 million. AEI will operate Votainer as a

separate ocean freight entity. Union Pacllic Corp., Bethesda, PA,

completed its buyout of freight forwarder Skyway Freight System Inc.

for an undisclosed price. Union Pacific outbid both CSX Corp. and

Ryder System Inc. to acquire the Watsonville. CA-based freight for-

warder which was founded in 1 977. Skyway, which posted revenue of

S86 million in 1 992 will seek to expand both domestic and international

operations with capital provided by its new owner. Danzas reported

1992 sales of$7.22 billion compared to last year's $7.01 billion, a 2.6%

increase. Operating earnings for the Danzas Group rose 8.7% to $34.4

million from $31.6 million. The forwarder expects 1993 to be a

challenging year due to the loss of its customs brokerage business within

Europe. Associated Air Freight has signed an agency agreement with

Clasquin International Air Forwarders of France. U-Freight has

contracted with the Dalian Airport Authority to construct a cargo

handling terminal at Dalian Airport in northeast China. The Harper

Group recently announced time-definite air and ocean services be-

tween the U.S. and Australia.

International cargo traffic at MIAMI INTERNATIONAL has regis-

tered double digit increases for the past six months. During March

international cargo traffic increased 19.3% to 82,000 tons.

The TAIWANESE GOVERNMENT banned direct air links to the

Peoples Republic ofChina in 1949. However, indirect ties between the

two countries are expanding rapidly and the air service ban is not

expected to last Forty Taiwanese airline representatives visited Shang-

hai in late May to participate in the first large-scale discussions between

Taiwanese and Chinese airline officials.

Plans by Chinese officials for a new inlemalional

airport at GUANGZHOU (Canton) provide yet another threat to Chek

Lap Kok in HKG. The Guangzhou facility, which is located within ICX)

miles of Hong Kong, is due to open in 1 997 with two operatingrunways.

PAGE AVJET received a contract from Polaris Aircraft Leasing Corp.

10 perform a "C check on a 747-lOOF as well as accomplish a full

Section 4 1 visual inspection. The aircraft, which will be operated in the

Polar Air System, will also be painted in Polar/Southern Ain livery.

AMERICAN AIRLINXS reponed large increases in domestic and

international air cargo for the month of April. AA registered 150.9

million cargo ton mi les for the month, up 27.2% over year earlier results.

EMERY WORLDWIDE has signed an agreement with Renfe, the

Spanish national railway, covering air freight service to and from Spain.

Renfe's parcel division will use Emery to provide outbound air delivery

service to international destinations for delivery within 72 hours.

Emery will use Renfe to deliver its air shipments destined for Spain.

Emery, which currently has terminals in Madrid and Barcelona, will

achieve expanded coverage in Spain asaresult of the agreement with the

slate-owned railway. Separately, Emery received a two year contract to

serve as the primary carrier for Swiss Pharmaceutical company, Roche.

lATA reports that global air freight inaeased 1 0% for April compared

to year-earlier results, and that freight traffic for the first quarter

registered an 8% year-to-year increase.

CARGO FACTS shall not be liable for losses, claims, damages
or expenses arising out of or attributed to the contents of CARGO
FACTS, insofar as the contents are based on information, repre-

sentations, reports or data that have been publicly disseminated

or that have been furnished or otherwise communicated to

CARGO FACTS.
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stage power turbine (as opposed to the

PW305's three-stage PT), the PW304
is rated at 4,100-pounds thrust. The

engine was conceived as a contender to

power the Leaijet 45, but lost out to

AlliedSignal.
A PW304 prototype featuring a one-

piece "integral bladed" fan machined

from a solid billet of titanium was run

'for several hours" in November 1992

in a test cell. There, the engine
achieved thrust outputs as high as

4,500 pounds. If an application is

found for the engine, Pham speculat-

ed, type certification could be achieved

within 30 months. As in the PW305,
MTU will supply the smaller engine's

power turbine. 04.

STOPO^•ERS
^London, England—On July 7,

Inflite/HE at Stansted Airport is

scheduled to open its enlarged and

renovated business aircraft center.

The 40 percent expansion of floor

space will enable

Inflite/HE to pro-
\ide its mainte-

nance customers
and based opera-
tors with a one-

stop sen-ice facility.

Also offered are a

passenger lounge,
in-house catering,

charter and other

sen-ices. Phone: -K44 279-680-736.

^Newcastle, England—A new

general a\-iation facility opened May 1

at Newcastle Airport. Samson
Aviation Sen-ices Limited's new FBO
provides business aviation flights with

their own facility, rather than using
the airport's primary passenger termi-

nal. The new operation comprises a

handling/reception and flight planning
center with crew rest area, administra-

tive offices and a maintenance hangar
for smaller aircraft. With 24-hour

notice, Samson will make all necessary

arrangements to expedite intemation-

Shall Canada's lat*» FBO: Saikotean Aarecontra.

al arrivals. Pbone: -t-0831 644-083.

^Oklahoma City—A closing date

of June 1 was scheduled for the acqui-
sition ofDowntown Airpark by
Aero Design, a new Oklahoma City-

based firm. Officials of Aero Design
and Airpark said that no changes in

the workforce were anticipated as a

result of the sale and that the airport

would continue to service its cus-

tomers without interruption. Phone:
(405) 634-1456.

^Saskatoon, Saskatchewan,
Canada—Shell Canada Aerocentre's

latest FBO is Saskatoon

GROITS ,\RR\>GE RLSSLVS' SHORTCUT
A newly formed California company and Houston-based

Universal Weather & Aviation each have announced sepa-

rate intentions to provide corporate and other aircraft

ground sen-ices in the near future at Petropavlovsk's
Elizovo Airport on Russia's Kamchatka Peninsula.

OfTidals of C^ifomia Kamchatka Company (CKC) of

Newport Beach claim they have an "exclusive" agreement
with the airport authorities and the Government of

Kamchatka to offer the equivalent of fueling and other

FBO services at the airport whenever ICAO certification
"'

ThU Tur^ Commander, parkad on fho ramp at P«tropav<«v>k'i Elbovo Airport,
has boon Hown horo from Iho linHod Statu sovoral timos in tho last fow
months by CKC foundar Stovan Mayan.

of Kamchatka as an international airport can be achieved.

CKC, which will manage ground handling with a team of

U.S. and Russian personnel, says it will offer sen-ices at

prices 60 percent less than those charged at other airports

in Asia. There are neither curfews nor slots at Elizovo.

The company has been working with the FAA and

Russian aviation authorities to complete the certification

process, which is predicated on activation of the

Kamchatka 1 airway from Alaska to Southeast Asia.

International status is scheduled within a few months.

Ontact CKC in Newport Beach,
California at (714) 975-1622.

Meanwhile, Joseph Raehelle, presi-

dent of Universal Weather & Aviation,

said that the CKC arrangements do not

conflict with his company's previously-
announced agreement to offer handling
of corporate aircraft through Elizovo.

The services were specified in a

Protocol of Intention signed by the

(Jovemor of the Kamchatka Region and
Universal in January (Observer, March
1993, page 34), whidi allows Universal

to provide for fuel and other handling
services and to negotiate for access to

Khabarovsk.
The agreement also permits the com-

pany to undertake a joint venture with
a Russian organization by hiring avia-

tion-knowledgeable personnel with

bilingual capability to supervise
Universal's clients at Kamchatka and
Khabarovsk. OJLOVLi.r.

38 ButinttM & Comm«rc>ot Avtolion Jun« 1 993
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NEWS BREAKS

THE U. S. AND RUSSIA reached a new
aviation ogreement that liberalizes the

previous poet, giving U. S. airlines new

righrs to overfly certoin Russian zones to

points in Asia. The U. S. obtained new

rights to serve Vlodivostok, Petropovlovsk
and Yuzhno-Sakhalinsic in the Russian For

East, with beyond rights to China, Hong
Kong, South Korea, Singapore and Tai-

wan. Russia received rights to serve 1 1

rtew U. S. points: Bangor, Moine; Colunv

bus, Ohio; Dolbs/Ft. Worth; Honolulu;

Houston, Tex.; Los Angeles; Orlando,

Fka.; Portlond, Ore.; Seattle, and two

points to be mutually agreed upon by the

two countries.

THE U. S. SENATE Energy Committee

unonimously approved a bill lost week
that would require the Energy Dept.'s net-

work of 30 laboratories to ollocote at

leost 20% of their annual research ond

development budgets to partnerships
with private industry {AW&$T Mar. 29,

p. 64). Aimed at bolstering commercial-

ization, the partnerships would focus on

such key technologies as high-perfor-
mance computing, advanced manufoc-

turing, advonced materials and transpor-

tation, including aerospace The bill,

titled the "Department of Energy Notion-

ol Competitiveness Technology Partner-

ship Act," would codify one of the moin

elements of President Bill Clinton's tech-

nology transfer initiative [AW&ST Mat. 1,

P 66)-

THE U. 5. DEFENSE and Transportation de-

partments hove agreed to form o task

force to exomine how the Pentogon's
Global Positioning System can meet both

military and civilian missions. Slofed to

report by year's end, the task force will

be cochoired by Richard Howe, Defense

Dept. director for theoter and toctical

747-400F BEGINS FLIGHT TESTS

The
first Boeing 747-400F freighter

goins altitude during its recent maiden

flight. The h'onsport has an upper deck

similar to that on 747-200s as well as

main deck nose and cargo doors. Other-

wise, it incorporates Right deck, wing and

engine improvements basic to the 747-

400 passenger model The 747400F has

a range of 4,300 nout. mi. corrying 122
tons of cargo. It vinll finish a three-month

flight test program in August and is sched-

uled to be certificated by September. Six

oirlines hove ordered the 747-400F. m

command, control ond communications,
and Joseph Conny, the Tronsportotion

Dept.'s deputy assistant secretory for poli-

cy and international affairs.

THE X5INT SURVEIUANCE Torget Attack

Radar System (Joint-STARS) has received

Pentogon approval for low-rote produc-
tion. The approvol applies to Lots 1-3, for

five oircroft, and to long-leod items for Lot

4, Funds were odded to the progrom for

independent validation ond verification

of the Joint-STARS softwore, much of

which will be rewritten for the new E-8C.

THE U. S. BAUiSTK Missile Defense Orgo-
nizoHon conducted its first experimental
launch as successor to the SOI Organiza-
tion, firing more than 60 poyloods on o

sut>orbital flight h^om Cope Canaveral

Moy 23. Orgonizotion officials colled

Red Tigress 2A, designed to test the abili-

ty of sensors to track missile warheads
and discriminate between warheods and

decoys, 100% successful.

CANADA'S NATIONAL Transportation

Agency has ruled that on alliance be-

tween PWA Corp.'s Conodion Airlines

International and AMR Corp. would be
in the best interests of Canada ond the

airline industry there. NTA could hove
disollowed the proposed business alli-

ance under Conodo's Notionol Trons-

portotion Act, but if found that the ar-

rangement is not against the public
interest.

THE INTERNATIONAL Assn. of Machinists

ond Aerospace Workers began the ratifi-

cation process with Northwest Airlines

for five standard collective borgoining

agreements together with on employee
investment plon and job security pact that

covers more than 23,000 employees.

FRANCE TO PRIVATIZE AEROSPACE FIRMS

Aerospatiale,
engine manufocturer

Snecmo, the Thomson electronics

group, flog carrier Air France and 1 7

other French stote-owned and state-con-

trolled componies will be privatized.
France's r\ew consorvotive government,

headed by Edouord Bollodur, tate lost

week listed 2 1 bonks ond companies that

will be port of tf>e progrom. No schedule

has been onnourKed, and the process

probably will last about two years.
Economic Affoirs Minister Edmond

Alphandery soid the government intends

to sell shores in the componies worth o to-

tal of about 40 billion froncs ($7.4 bil-

lion). Foreign investment will be allowed

to exceed the previous 20% limit, he said.

But the French stote will retain a "golden
shore" stoke in the privatized componies.
No immediate top-level management

changes ore planned, but a new chair-

man and chief executive officer will be

appointed by the government before

eoch company begins privatization,

Alphondery said.

Aerospatiale, Snecmo, Thomson ond
Air France initially were not considered

for short-term privotizotion All four post-
ed losses in 1992 and probably will not

be privatized in the short term.

The government's free-trode move was

expected, and research into privatization
storted long before the new majority won
the porliomentory elections in March.
Another reoson for octing quickly was the

immediate need of income to ease the no-

tion's growing budget deficit.

Government officiols also soid privo-

tized componies will hove more heedom
than state-owned concerns to enter inter-

nationol business alliances. However,

Aerospatiale, Snecmo ond Thomson have

agreed to o wide voriety of alliances and

joint ventures over the yeors and Air

France recently bought into Belgium's
Sobeno and the Czech Republic's CSA.

Aerospatiale's predecessors were na-

tionalized in 1936, Air France become o

stote-ov/ned carrier in 1 945, ond the state

acquired Snecmo in 1946 ond national-

ized Thomson in 1982.
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U.S. Department of

Transportation

News:
yilicc »i •i-a Aisii'.art Stcrclo'y lor public »'ia,rs

Was^lnt•ol DC ^0590

FOR RELEASE TUESDAY DOT 37-9 3

May 25, 1993 Contact: Ed O'Hara
Tel.: (202) 366-5571

AGREEMENT TO EXPAND AIR SERVICES
REACHED BY U.S. AND RUSSIA

Russia and the United States have reached a new aviation

agreement that greatly expands the economic relationship between

tho two countries, Secretary of Transportation Federico Pena

announced today.

The accord updates and liberalizes the current, more
restrictive agreement. Under the agreement, United States
airlines receive new rights to fly over parts of Russia to various
points in Asia which will enable them to operate faster, more
direct routes at, significantly lower fuel costs. U.S. airlines
will benefit from new rights to fly between North America and the
Far East over Siberia and the Kamchatka Peninsula in eastern
Russia, and between Europe and the Far East. U.S. carriers will
also be able to operate additional overflights between Europe and
India.

The U.S. obtained new rights to serve Vladivostok,
Petropavlovsk, and Yuzhno-Sakhalinsk in the Russian Far East (in
addition to its existing rights to serve Moscow, St. Petersburg,
Magadan and Khabarovsk) and beyond rights to serve china. Hong
Kong, South Korea, Singapore and Taiwan.

Russia received rights to serve 11 new U.S. points, Bangor,
Maine, Dallas/Ft. Worth, Seattle, Portland, Ore., Los Angeles,
Orlando, Honolulu, Columbus, Ohio, and Houston, and two points to
be mutually agreed on by the two countries.

Pena said, "The agreement will bolster the Russian economy
and improve the economic ties between our two countries as well as

providing benefits to American carriers. Many more U.S. residents
will now have the possibility of direct service to Russia."

Under the agreement, Russia also received beyond rights to
four named Central and South American countries and two additional
points in South America to be chosen by the Russian Federation.

(more )
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The U.S. may designate one additional combination (passenger
and cargo) carrier and one additional all-cargo carrier. Russia

may designate two additional carriers.

Tho two countries agreed to expand the number of charter
flights that may be operated across the North Atlantic. The
airlines of each country may operate 100 passenger charters and
60 cargo charters between June 1, 19 93, and May 31, 1994, and

increasing to 150 passenger charters and 80 cargo charters for the

period from June 1, 1994, to May 31, 1995.

This is the first air transport agreement involving Russia
since the bilateral agreement between the U.S. and the former
Soviet Union in May 1990.
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U.S. Department 800 independence Ave., S.W.

of Transportation Washington, D.C. 20591

Federal Aviation

Administration

MAR 2 4 1993

The Honorable Dana Rohrabacher

House of Representatives

Washington, DC 20515

Dear Mr. Rohrabacher:

Thank you for your Februaiy 23 letter, cosigned by your colleagues, endorsing the

Federal Aviation Administration's (FAA) efforts to open airports in the Russian Far

East for commercial operation to benefit international air travel.

The FAA appreciates your strong endorsement. Indeed, a joint Government/industry
effort is underway to open airports in, and more efficient air routes over, the Russian

Far East. The Department of State and the Office of the Secretary of Transportation
have strongly supported initiatives by the FAA and U.S. Air Transport Association

(ATA) member airlines in cooperation with Russian civil aviation organizations in

Moscow and the Russian Far East. These initiatives include joint American/Russian
on-site assessment in July 1992 of the minimum actions needed to open more efficient

overflight air routes. This step will greatly encourage the opening of Russian Far East

airports for technical stops.

We are delighted with the agreement between California Kamchatka Corporation and
Russian Far East officials to develop the Petropavlovsk-Kamchatskiy Airport into a

money and time-saving technical stop for cargo and corporate aircraft. FAA's
Alaskan Region is working closely with officials throughout the Russian Far East,

including Petropavlovsk, to help develop the aviation infrastructure. Familiarization

exchanges are being broadened to include airport, airway facility, and flight standards

experts, as well as air traffic controllers. Our security staff will also cpnduct assistance

visits to Petropavlovsk and Vladivostok this spring.
• •'

During consultations to update the air transport agreement, we have not yet convinced
the Russian negotiators to include broad overflight and technical stop rights. The
United States has made it clear that the aviation relationship will not be expanded
until our two countries agree on satisfactory overflight and technical stop provisions.
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Early next month, a newly formed Russian/American Air Traffic Control

Coordinating Group (RACGAT) will meet in Moscow. This body was established

under a June Summit agreement to encourage expansion of Russian airports open to

international air service and greater use of Russian Far East airspace. At the

meeting, FAA will again make the case, to Russian government officials, of technical

ways in which these airports and air routes can be opened to all interested users

without unacceptable restrictions.

Again, we welcome your strong support for an initiative that will benefit U.S. aircraft

operators and firms, such as the California Kamchatka Company, help restore the

Russian economy, and help preserve the fragile democratic movement.

An identical letter has been sent to the other signatories of your letter.

Sincerely,

Dale E. McDaniel

Acting Assistant Administrator for

Policy, Planning, and International Aviation
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C2 The Orange County Register Wedneaday. February 3. 1993

ORANGE COUNTY/STATE
BRIEFLY

Closed deal: Ingram Micro,
Santa Ana, said it completed
acquiring a majority interest in

Mexico's largest computer
products distributor, Oistribui-
dora De Computo. or Dicom.

TerjBi-et 1114 deaj vli

rtSsed.

Finished: California Kamchat-
ka Co., Newpon Beach, said

Tuesday that it finalized a deal
with Russian officials to service
international aircraft that fly
Pacific Rim routes. California
Kamchatka will provide fueling
services for a North Pacific
Russian city.
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B> The Orange County Register Tuesday, February 2, 1993

Will an airport fly in bleak Kamchatka?
Bliss was It In thai dawn to be alive.

But to be young was very tieaven!

Wlien
William Wordsworth penned

those memorable lines, he was

thinking of the French Revolu-

tion. But they keep resonating in my mind
as I man'el at the good fortune of those

who live in Orange County in these blissful

early February days.
Blissful?

With jobs being lost, kids being mur-

dered, and merchants going bankrupt, the

man must be crazy, you'll say. But just

pause and look around :

At the perfection of those snow-covered

peaks, rosy in our early morning sunshine.

At the green-blue ocean lapping at our

beaches like a mill pond. At the multitude

of early flowers and emerald green hill-

sides we've inherited from the new year
storms At the bare-chested Califomios

reveling in gO-degree sunshine in FEBRU-
ARY!

I've been seeing Orange County's
charms more clearly through the eyes of a

recent \nsitor — the Russian ambassador
to the United States, Vladimir Petrovich

Lukin. Lukin and his 18-year-old son, Pa-

vel, saw Orange County in all its January
glory

— and declared it to be "heaven on

Earth."
The get-up-andgo of Orange Countians

impressed the ambassador no less pro-

foundly. Here are just three examples, ig-

nored, I fear, by the media that underline

the economic— and job-creating
— advan-

tages of hea\7 hiners like Lukin getting

together with OC's entrepreneurs, to iden-

tify and pursue joint ventures.

We met in Irvine with the iHjard of

one of America's leading pharmaceutical
companies. The offlcial business revolved

around the need, if US firms are to invest

in Russia, for clearer and stronger protec-
tion of American patents. But as the con-

versation unfolded, it soon became appar-
ent that the ambassador, whose district

includes a "science park" 60 miles south of

Moscow, was just the man needed to devel-

op prospective contacts between OC and
Russian researchers on the new frontiers

of bio-pharmacology-
For a county like the United States,

whose future seems certain to be closely

bound up with advances in bio-sciences,

this was a valuable lead.

Later, at meetings with one of

America's largest engineering companies

Eldon
Griffiths

h •

s:

Last
week, however, five

Russians from Kamcfiatka,
led by the province's first

deputy, Boris Sinchenko, arrived

in Orange County to finalize a

deal with the Caiifornian-

Kamchatka Company (CKC) to

build and service an

international airport at a place
named Petropavlovsk.

and with a large energy firm that finances

and commissions power-stations in all

parts of the world, the ambassador offered

his good offices in puning the key execu-

tives of these OC corporations in touch

with the Russian officials who make the

key decisions on oil and gas developments
in Siberia. In both cases, the Americans

jumped at this. Offer OC businessmen an

inch and they'll take a mile if they can —
which to me is what the entrepreneurial

spirit, in large measure, is all about.

More exotic, a new small enterprise
has sprung up in Newport Beach to link

California with what until recently was one

of the most hush-hush, heavily armed, and

least-accessible bastions of the old Sovnet

Union — Kamchatka. A 600-mile-long pen-
insula sticking out southward from the

Russian coast opposite Alaska, Kamchat-
ka is not far from the place where that

Korean airliner was shot down by Russian

fighters, with the loss of all on board. It's

also stuffed with nuclear missiles and air

and naval bases built to strike at the Pacif-

ic states, notably at Seattle and Los Ange-
les.

Last week, however, five Russians from

Kamchatka, led by the province's first

deputy, Boris Sinchenko, arrived in

Orange County to finalize a deal with the

Califomian-Kamchatka Company (CKC)
to build and service an international air-

port at a place named Petropavlovsk. Fif-

teen hundred miles north of Tokyo, on the
bleak north Pacific coast of Russia's far

eastern province. Petropavlovsk is located
on the great-circle route linking the United
States with the cities of China. Taiwan, and
the boomlands of Southeast Asia. An air-

port at Petropavlovsk, CKC believes, can
offer trans Pacific airliners 24-hour-a-day

landings and takeoffs free of the curfews
that hmit the uses of Tokyo and Seoul;

landing charges barely half the cost of the

$120,000 per aircraft now levied by the Jap-
anese; and, overall, a shorter, faster —
and less costly

— route.

The idea for a new Petropavlovsk air-

port was dreamed up, natch, by a Newport
Beach entrepreneur. Following the end of

the Cold War, Steve Myers flew his corpo-
rate airplane, a twin-engine turboprop, on

a "look-and-see
"

flight to Kamchatka.
This was the first-ever reconnaissance

over the previously off-limits peninsula by
a non-Russian, and it led Myers to get to-

gether with the former chief executive offi-

cer of an American airlines subsidiary to

form CKC and negotiate a joint venture

with the Kamchatkans under which they

expect to start operations in May of 1993.

Last night, with First Deputy Boris Sin-

chenko and his five-man delegation, two of

them senior officials of the Russian Minis-

try of Transport, CKC held a seminar at

Chapman University's Center for Interna-

tional Business.

The question on everyone's mind: Will

the airpon fly? At best, I suspect, the odds

are: The thought of a Russian version of

John Wayne Airpori sprouting in the bleak

wilderness of Kamchatka stnkes me as a

heady challenge. But if anyone can make it

happen, I suspect it's going to be the entre

preneurs of Orange County.

Postscript:

As a CNN addict, I enjoy most of the

network's "factoids." Did you see the one

about "13 percent of all US households us-

ing holiday gifts of fruit cake as door

stops?"
If you can believe that you can believe

anything; but it sure underlines the point:

Nuts go well with fruit!

Sir Ekion is president of the Orange County
Work) Affairs Council, a fomier member ot the

British House ol Commons, and director o( the

Center for Inlematkjnal Business al Chapman
University.
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ORANGE COUNTY

ilight to Siberian Peninsula a 1st for Americans
Business: At invitation

of Russian scientists, a

Newport man will fly jet to

Kamchatka, once off limits

to all but Soviet aircraft.

By Bia BIUITER
TIUUHAFr wltTEH

NEWPORT BEACH-The firsl

Americans 10 explore > llule-

known. once (tvenshly guarded
basiion of the Soviet miliury will

uke 0(1 from Orange Counly on

Saturday in a private jet bound for

the unknown.
This flight Is an historic avia-

tion achievement and will docu-

ment air routes and territory never

before flown by civilian aviators.
"

said Steve Myers. <5. president of

an engineering and consulting firm

in Newport Beach, who will pilot

UieJeL
The group. Invited by Russian

scientists, hopes to establish a con-

nection between California and the

Kamchatka Peninsula In interna-

tional business and trade.

. Until now, such a flight would
liave been folly and possibly disas-

trous.

In 1983. a Korean Air Lines

passenger jet was shot down by the

Soviet mlliury for venturing into

the same Kamchatka Peninsula air

space. A toul of 269 people on the

plane died.

But Saturday's flight of five

civilians underscores the change in

US -Russian relations. Myers and

his colleagues have been invited by
the Russian Institute of Space Re-
search to fly into the area that once
was off limits to all but Soviet

military aircrafL

. "Our flight there In a private

plane is not Just for adventure."

add Tom Helnsheimer. 52. a space
si^lentiat and city councilman of

Rolling Hills in Los Angeles Coun-

•Xy; "It is a symbol of serious

commitment to open Kamchatka

'ipi major business development.
TSe location of this area on the

-Cacjfic Rim provides enormous po-

^nllal for business opportunities

>vtth Japan. Canada and the U.S.A.

There is also potential for tourism
'

Myers,
who is financing the

flight, is thief execuUve of

Steven Myers & Associates, an

engineering company involved in

the space industry. Heinshelmer is

i/lce president of the firm,

r 'Others on the flight will be

H^inshclmer's wife, Julie. S2. an

expert In Rtisslan cultural affairs:

S3 Beall. S8. a Torrance architect

laQd urban planner; and Mike Ston-

yr, 31. of Palos Verdes. a photogra-
'•Qher and documentary film pro-

;dllccr. Stoner will film the flight
-£nd meetings with the Russians.

'iTTht group will make the 4.200-

jnjle flight aboard a TuriM Com-

;0nnder 690 B prop-Jet owned by
."Myers* company.
v^'We're going to be the first

tlon-Russians allowed to fly a

plane into Kamchatka." said

Myers. "It's a real thrill, and I'm

honored to do so."

-'Myers said among the reasons
the Russians Invited the five

Americans to Kamchatka is the

company's expertise In space-re-

lated projects. Helnsheimer. an as-

IrQphyslciit. previously had been

cbnsulung with the Russians about
their plan to send an unmanned
space vehicle to Mars later this

decade.

Myers said the Russians are

anxious to open the Kamchatka

AURfUOJOSCBARRERA / Lai Anftl«j Tljiwi

Steve Myers, president of a Newport Beach firm, will fly a group from

Orange County 4,200 miles to Kamchatka Peninsula in Siberia.

California to Kamchatka

RUSSIA -.l^J^fc
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Mr. Spratt. You have broadened our perspective. We tend to

think of Moscow and St. Petersburg and don't get quite as far as
Kamchatka when we think about the former Soviet Union.

I think we have gotten a very good presentation of points of view
and practical experience.
Let me turn to Mr. Cox to start the questioning.
Mr. Cox. Thank you, Mr. Chairman. I think you are right about

the distance between Kamchatka and Moscow. I have flown from
Moscow to the Soviet Far East. It is an 8-hour plane flight east of

Moscow, an extraordinary distance. How many times zones is it?

Mr. Myers. Seven. As a matter of fact, it is closer from Los An-

geles to Petropavlovsk than it is from Petropavlovsk to Moscow.
Mr. Cox. We have heard a great deal, some of it consonant

among the four of you, that is far out of line with current U.S. pol-

icy.

One of the things that I heard Ms. Carey mention was that we
might consider withholding our contributions to the World Bank
until we solve this problem with negative pledges. And I think Mr.
Krieble suggested that we withhold some of our contributions un-

less we get some other assurances we are going to get private prop-

erty laws, and so on.

I wonder if any of you would wish to comment on the degree to

which that horse has already left the barn—or alternatively, the

degree to which we might still exercise some control over that $2.5

billion and of other U.S. foreign aid that is supposed to be directed

toward assisting the Russian economy,
Ms. Carey. I would like to comment on Mr. Krieble's suggestion,

with all due deference to a fellow panelist. I personally think it

would be an enormous mistake for the United States to condition

its contributions to Russia, whatever the form, insurance or equity
investment or loans, on the Russians achieving certain solutions.

I don't think we should meddle in their internal affairs to that

degree. I think they are striving
—I mean, you can look at the

progress over the past several years. There are a series of laws that

are struggling to move in the right direction.

For example, the Russian law on liens tries to create a capability

to pledge assets, but there are no registries or other mechanisms
for enforcing that law.

As the government witnesses made clear, Yeltsin has issued a

decree, maybe of dubious validity, but he has issued one dealing
with ownership of agricultural land.

I

There is a great deal of effort going into trying to resolve this,

but I am afraid it is a Pandora's box. If you start conditioning aid

on reform of the property laws, then somebody else in the Congress
is not going to like a clause in the new Russian constitution and

is going to try to hold aid up until the constitution looks the way
we would like it to look, and it will go on and on.

I think we can reevaluate our approach after a period of time,

that if the money is in fact being wasted because of these defi-

ciencies in the legal system, maybe consider it then.

I
Mr. Cox. Can you distinguish your recommendation that the

' United States should withhold its contribution from the World

Bank then?
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Ms, Carey. Well, the World Bank is committed to doing this.

They just aren't doing it.

I think the World Bank—and I was being a bit facetious in terms

of the particular mechanism, but it ought to be done. I mean, the

production associations are ready to buy. The American equipment
companies are lined up ready to sell.

The United States-Russia Business Council is having a big con-

ference in Moscow November 30 through December 3 to bring them

together, and if it hasn't been resolved by then, it will be a tremen-
dous waste.

I don't think we are changing principles on the World Bank. We
are not saying they have to behave in a different way. We are just

saying, you know, let's get moving on this.

Mr. Cox. Anyone else want to respond?
Mr. Myers. I'm on slightly a different wavelength about this

problem. I think that the best interests of the American people are

served by finding ways to funnel U.S. dollars, U.S. aid dollars

through American companies doing business over there, and I

would like to elaborate on kind of a different view.

Mr. Cox. By the way, I think Ms. Carey would agree with you.
Ms. Carey. I agree 100 percent with that.

Mr. Spratt. Could I interrupt, just to get a variation? You said

something interesting earlier about favoring American firms with
U.S. aid, particularly Price Waterhouse, Booz-AUen, and others

who appear in these consulting positions.
Would it engender the same kind of jealousy or feelings if we

tended to divert our aid to American firms and withhold it from
Russian
Ms. Carey. I should confess and say that we as a firm partici-

pate in some of these aid programs, but I am not sure we believe

it is the best approach.
I think what Mr. Myers is saying, and what I would agree with,

is that you get more impact by encouraging permanent investment

by American companies than by sending consultants in to study
the antimonopoly laws of Kazakhstan or something of that nature.

My colleague here and I, we are both on a program—our firms are

working together on a study-the-system type project in the energy
area. We are participating, but I wouldn't allocate the funds in this

fashion if I were ranking priorities.
I don't think it is harmful, but it is not really the No. 1 approach.
We work every day, every week with American companies that

are going into obscure places, Samara and Perm and Kresnayark
and whatever. And they are setting up shop there. They are invest-

ing in Russian companies working side-by-side with the managers
of those companies bringing in technology, improving technology.
That results in permanent long-term change. That is not 3 months
of a lawyer's time looking at change in the regulatory system,
Mr. Spratt. Excuse me, Chris. I am sorry.
Mr. Myers. Could I elaborate on that point or were you going to

continue on?
Mr. Cox. By all means, please do.

Mr. Myers. Well, I would like to add, I think Russian-American
joint ventures would be a better steward of the money than the ex-



187

isting government structures in Russia or recently state-owned in-

dustries.
Let's just talk about this a little bit. I think American executives

and managers working in concert with their Russian partners will

spend the capital more wisely. The U.S. taxpayers, therefore, get
a better bang for their foreign aid buck and a precise accounting
of how those bucks are being spent. I think that one of the prob-
lems with the approach that is currently being taken is the precise
accounting by people who really understand what the money is

being spent on.

I think Russians also get a benefit of working with real American
businessmen and entrepreneurs instead of receiving aid and over-

sight from officials that may have no real world business experi-

ence, and certainly with no direct stake in the long-term economic
outcome of whatever the particular project is in question. This

morning I was in the office of Dr. John Birely, the Assistant Sec-

retary of Defense, Atomic Energy. Dr. Birely deals with defense
conversion and cooperative threat reduction. He said they are very,

very interested in the idea of issuing RFP's to private industry
doing business in Russia and getting proposals from us on what it

is that we think that we might be able to do. I think this is a fan-

tastic idea. I believe they plan to use the Defense Nuclear Agency
as their executive agent for doing this. So I think there is already
a mechanism in place to move forward, but I am not sure it is get-

ting the encouragement it needs.

Ms. Carey. Can I just add a comment on joint ventures in rela-

tion to the porous question? This issue came up in the very begin-

ning with the first Soviet-United States joint ventures in 1987, and
it holds true todav that where you have the U.S. partner actually
in the plant, working with the Russians as coventurer, you have
built-in controls regarding what happens with the U.S. technology
that is transferred to the particular plant.
You actually have much more control in that situation than if

you are doing a direct sale to some ultimate consignee whom you
don't work with on a regular basis.

Mr. Cox. One of Mr. Conn's points was that because of

porousness, our competitors on the ground in Russia don't have to

pay taxes and don't follow a whole lot of the rules that we do. And
I wonder if it is true, to a degree at least, that some of the $2.5

billion that we are sending over there doesn't end up getting spent
in competition with U.S. firms who are forced to follow all of these

rules? And if that were true—and I hope you can consider that a

question, and address it yea or nay—then might we not solve that

problem in part by following Mr. Conn's next suggestion, which is

that that aid be directed to U.S. businesses? Or by following Mr.

Myers' suggestion, or Mr. Krieble's suggestion, or everybody's sug-

gestion, I guess? The results would be that, among other things, we
could keep better track of the taxes and so on. The U.S. firms tend

to behave that way.
Mr. Conn. I might clarify that. It is extremely difficult to know

exactly where the money does go. Accountability is a major problem
with these various governmental programs that we have.

My sense though is I am a little less concerned about money
being directly drained out through what I will call a spontaneous
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privatization than I am with the concern that the approach we take

in spending this money is in working with structures within the

Soviet system; that in the long term do not really move us in the

direction of true market reforms, and that I think over time, will

change as our teams in Moscow become more familiar with the

local politics and get a better sense of whom they are working with.

Mr. Cox. Can I just interject to make sure I understand what

you just said? Are we, by providing funds to government agencies
in Russia, subsidizing the status quo rather than permitting the

change that we need?
Mr. Conn. I am saying that by having experts working—paid to

work with various old structures in Russia—I do think we are occa-

sionally basically shooting ourselves in the foot. We had programs
going that involve the Supreme Soviet. Obviously we have had del-

egations meeting with the Supreme Soviet over time, when, in fact,

the result of that is simply to increase their prowess, increase their

strength in that country.

Certainly we have old committees, such as Anti-Monopoly Com-
mittee in Russia, whom I have had contact with at some length in

our work. I always found that an interesting group. It seems to me
that their entire goal is basically to promote monopolies and to

knock out competition. They talk about how to regulate prices.
So my point is only that I think that sometimes these moneys

are being used in a well-intentioned fashion to promote reform, but
that ultimately it plays—it is used basically as a pawn on the chess

board of local Russian politics, and that is really more of the con-

cern that I would have in terms of the money being spent well.

Mr, SPRATr. Let me pick up with questions here. We had a panel
of government witnesses beforehand. What has been your experi-
ence with the Commerce Department, the FCS, other agencies for

that matter, but principally with the FCS, when it comes to help-

ing American businesses find their way through the labyrinth of

Russian governmental jurisdictions, laws, lack of laws, to establish

a business in Russia or the CIS, Mr. Myers?
Mr. Myers. At the practical business level, I think they quite

candidly know less than staff. In our own case, and when you get
done, the government has a tremendous infrastructure, but when
you get down to the level where you are trying to conduct business,
they just can't help because they don't know all of the facts and
can't know them.
The information that they have is anecdotal and usually ends up

not being very applicable or just not in any particular application.
We end up inevitably having to invent and figure out our own solu-

tions the hard way. We have also foimd in our case that my staff

also seems to have a better practical understanding of how we are

going to get things done where the rubber hits the road,
Mr. Spratt. Mr. Krieble.
Mr. Krieble. I don't think I am qualified to comment on that,

not having done business directly as these gentlemen have.
Mr. Spratt. Mr. Conn.
Mr. Conn. I think that they are understaffed. They are very

busy. I think they are very talented people that they have in Mos-
cow right now and that they do a very good job given those limita-
tions.



189

On the other hand, I think over time what is happening is what
should be happening, which is that private firms are coming in to

meet that need. You have a few paneHsts up here that do that to

some degree.
We have got all the accounting firms very active in Russia with

hundreds if not thousands of employees in that region. I think
there will continue to be a use for them for folks who are getting
off the plane and need to get oriented, but I don't look to them to

provide the support long term that specialists in different fields are

going to be providing as that economy develops.
Mr. Spratt. If you had a client come to you and ask for advice

other than yours, or you lack advice in this particular kind of en-

deavor, the investment that was proposed, where would you turn
in the U.S. Government?
Mr. Conn. In all candor, I would not get near that. I would go

to the Russian Government and use their contacts there. That is

far more efficient there. Again, it is not a criticism of the United
States, it is just a fact. We in the United States tend to feel we
can have tremendous influence through our government over there,
but it really is relatively limited and needs to fire that bullet infre-

quently.
So we would turn to the Russian Government contacts, and I

think most businesses are developing those same type of ap-
proaches.
Mr. Spratt. Ms. Carey.
Ms. Carey. We have not used them for years, for just the reasons

that were stated, that generally our lawyers and other staff know
more about what is going on than does the commercial office.

But, having said that, I do think there is a need in more remote
areas to have some kind of general free, not lawyers or account-

ants, service for American businesses. Probably there is not a need
in Moscow today. There are so many sources of information that

you have to be deaf and blind not to run across at least one of

them.
But in other areas, and particularly if they can also offer services

such as office space or telecommunications, faxes, and computers
and that kind of thing, there is a real need. Companies will pay
for that. There is a big lack outside of Saint Petersburg, Moscow,
and Kiev.

But I am not sure the question is specific to Russia. I think the

question relates to the world. The value of the commercial offices

varies tremendously by location and by the talent of the people in

them. I would guess in Russia today, just because of all the tal-

ented young people who want to go over there, you are probably

getting better staff than in some other places.
Mr. Myers. Mr. Chairman, I want to correct one statement I

made. My remarks with regard to the ability of government agen-
cies to assist us really deals with far eastern Russia. I keep forget-

ting the perspective most people have is European Russia and Mos-
cow. We are quite a ways away from there, and I am not qualified
to speak to the quality of assistance in doing business in European
Russia. My remarks were aimed at assisting us with doing busi-

ness in far eastern Russia.
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And I would like to make one notable exception to that and that

is the Federal Aviation Administration. I simply cannot say enough
good things about what the FAA has done to assist us. Their people
in Anchorage have been invaluable, and I would say if it had not

been for the partnership that we have been able to forge with the

FAA, it would not have been possible for our enterprise to get off

the ground.
Mr. Spratt. Let me ask another question.

Generally speaking, is it necessary to have a Russian partner to

get a venture established there? Can vou go into business by your-

self; simply set up shop? Do you need a domestic partner? Do you
need a local supporter?
Ms. Carey. We will have different answers on that probably. You

used to, in 1987 to 1988, by law, have to have a partner. You could

not invest without doing a joint venture. Today, vou can have a

wholly owned subsidiary or a variety of business forms. You have
choices.

In the services area, you are seeing more and more, 100-percent
owned subsidiaries of U.S. companies. You, of course, need talented

Russian nationals because they know their own country better than

any of us ever will. And I think there are other situations that get
into more complex operations and particularly where you need ac-

cess to assets, whether it is the right to produce oil or frequency

rights for a telecommunications project or whatever, where, either

by policy or regulation, you have to have a Russian partner in-

volved.
But the choice is getting to be a more normal one. It is more like

it would be in other parts of the world. You do an analysis of the

transaction and figure out what it is that a partner might add. You
are not forced to do it by law anymore.
Mr. Conn. I would concur, it has become really a practical busi-

ness decision that each client needs to make. The legal structures

permit you to do pretty much whatever you want. Most clients do

choose now wholly owned subsidiary structures, but it depends on
tax issues, on currency issues, which is one of my favorite issues.

Russia has a system that makes it almost impossible to do any-
thing with currency in the country.
The decision really is based largely on setting it up so that the

Russian participants, whether they are employees or equity partici-

pants, have the proper motivation to see the venture move forward.

Often there will be a great distance, and you are going to be rely-

ing on the Russian side to work with you in that corporate struc-

ture and you need to just make sure vou have put the right busi-

ness incentives in there to assure the long-term success of the ven-
ture and not create problems for yourself down the road by provid-

ing the wrong incentives.

Mr. Krieble. For whatever it is worth, my biggest personal ven-
ture in Russia is in a venture that is wholly American owned and

doing very well.

Mr. Spratt. Mr. Myers.
Mr. Myers. Well, I think this is maybe the only case I can think

of where Russian law got it right. I think that the concept of joint
venture arrangements, with the Russians having the majority
stake interest, while it may not be the most desirable solution from
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a short-term American business perspective, I think it is strategi-
cally the right answer. Because it forces us to become partners
with the Russian counterpart, and I think that, in the long run,
benefits everyone.
One of the major obstacles to doing business in Russia is the

educational process you have to go through with the Russians to
teach them the most basic concepts about economics, about money,
about the role of profit, about motivating people. There is no end
to it. So I think from a long-term strategic perspective, the joint
venture concept has really forced us to become the educators of the
Russian would-be business community. I think in the long run that
is going to pay dividends.
The challenge is figuring out—and for every business it has to

be different—breaking the code on how you are going to be able to
structure the business so that you can satisfy the tax requirements
of at least two countries without finding yourself in a position
where you are paying double taxes.

I spoke earlier about, gee, wouldn't it be nice if you gave us some
incentives or at least put service industries on the same economic
footing as manufacturing businesses? Well, that would be nice, and
I think it is something we should discuss, and it would be enor-

mously helpful, but that really is not the big driver. It is just an
enormously complicated matter for any business to sit down and
figure out now it is going to make the money work; how it will pay
taxes here; how it is going to pay taxes there; how will it follow
the laws here and how it will follow the laws there.

It would take hours for me to explain in our specific case the
months and the tens of thousands of dollars that was spent on at-

torneys and accountants and consultants to try and figure out the

recipe for just one specific business. And by the way, our business

requires a specific solution. There is no one formula that can be

legislated that will work for everyone. I have not found two cases
that are alike.

Mr. Spratt. You all mentioned, or several of you did, about tax
incentives. We have enough trouble maintaining the tax incentives
in the Internal Revenue Code for the benefit of American busi-

nesses doing business in this country. What sort of tax incentives
do you think would be an inducement to constructive investment

by American firms in the CIS or Russia?
Ms. Carey. I would start with getting a tax treaty ratified, the

point Mr. Conn made earlier. That makes a big difference, from 15
to 5 percent; reduces the withholding tax on repatriated profits sig-

nificantly. And I think on the incentives, you would really have
to—I cannot say off the top of my head—but you would have to

really think through what objectives you are trying to encourage:
Is it investment in certain sectors or of a certain kind or above a
certain level or that incurs a certain level of risk?

There are all sorts of variants you could add to it. We would be

glad to share our experience with the companies we have worked
with but I don't have any answers.
Mr. Conn. I am not a big fan of governments, whether it is ours

or the Russians, trying to direct the economy through tax incen-

tives and trying to develop different areas. I guess I would
just

as

soon see us do something a bit more difficult politically, which is
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to take a moment to reassess competitively what we are doing to

ourselves by having basically the relatively unusual situation of

taxing our expatriate corporations and individuals so heavily, as a

general matter.

Now, obviously, in Russia, we can fine-tune that and try to cre-

ate incentives tor investment in that particular region, but the

issue is a bit broader in terms of our competitive posture inter-

nationally.
Mr. Spratt. Mr. Myers.
Mr. Myers. Well, I would like to start by telling you a little

story. Before I made the trip to Kamchatka in 1992, there had been

a great deal of discussion within the Russian Foreign Ministry and

the Academy of Sciences about how they were going to organize my
trip and how the agenda that they were going to put together for

what it is that they were going to show me. And they had some

discussions with the people that work for me and those discussions

went like, well, maybe we will take him and show him this and

then we will take him and show him that because we are sure

these are the things he will be interested in.

Dr. Heinsheimer, who was in Petropavlousk at this particular

meeting, said, I don't think you really understand the fundamental

concept of how entrepreneurs work. You don't tell them what they
should be interested in, they tell you what they're interested in.

And, interestingly enough, when I got to Kamchatka and spent a

couple of weeks really turning the rocks over and understanding
what was there, my conclusions about what I was interested in

pursuing dramatically changed.
This is what it is all about. When you are an entrepreneur, you

have to get visionary. It is not an accounting problem. You have
to think what it is that we are going to do that is going to make
some money and do some good. It was a rather lengthy process I

went through, in which I discovered what it was that I wanted to

do because it was interesting to me and it was profitable for me.

I think the idea that the U.S. Government should use the Tax
Code to try to manipulate the strings of entrepreneurs to drive

them in the directions that the government thinks they should go

in, without revealing my political leanings, just is not the way to

go. What I think the Tax Code ought to be all about is providing
rational incentives for people to do things that are in their own in-

terests—that they decide what makes sense and are consistent

with general government policies. And in that sense, it ought to be

kind of neutral as to the means.

Now, this problem in the President's tax bill of providing tax in-

centives to the manufacturing sector through a form of investment
tax credit and accelerated depreciation, while not providing any-

thing in-kind for the service sector, I wish you would rethink that.

It is completely unfair and unreasonable. And, by the way, there

is no provision whatsoever to give any tax breaks to companies at-

tempting to do business in Russia when it is obvious that the risks

are dramatically higher.
That is really at the heart of it. Most American businessmen are

not going to pursue doing business in Russia because it is just too

hard. And I know very many company presidents, and when I talk

to them about doing business in Russia, they say, I would rather
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spend my time and my capital on ventures where everything is sta-

ble and the risks are lower. I have to satisfy my stockholders and
so on and so forth.

Just to close this off, let me give you one little example of this.

That $100,000 air start unit I bought last month, I had to pay cash
for because the bank wouldn't finance it. That is just one little ex-

ample of something I am faced with every day. The banks are in

no way, shape, or form providing support to companies like mine
doing business in Russia. While I am hearing people talking about
all this money that is rolling around the system, I have not seen
a nickel. And it is not that we have not tried to find some.

I have to tell you as an entrepreneur I am not all that anxious
to take other people's money, but there are occasions when it

makes an awful lot of sense, and one of them is banks providing
loans to do normal business operations. Well, they are all asset-

based lenders. And when you go to them and say, look, I want you
to finance this $100,000 piece of capital equipment, they say, but

you are shipping that out of the country and that is going over to

Kamchatka. They could seize that asset, and so we cannot finance

the purchase unless you sign a personal guarantee.
Think about what a debilitating impact that is for a business

that has to purchase major capital assets. When you are talking
about a business like ours, there are many, many millions of dol-

lars that we will have to spend in capital acquisition.
Mr. Spratt. Mr. Horn.
Mr. Horn. Thank you, Mr. Chairman,
Mr. Myers, I appreciate that story very much. I am tempted to

say banks are doing to businesses in southern California what they
are doing to you in reference to Russia. You wonder what they do

invest in some days, except government bonds perhaps.
Mr. Myers. And I am in southern California, too.

Mr. Horn. You have a double strike against you. I enjoyed read-

ing the testimony of all of you. I was sorry I could not be here to

hear some of it orally.
Mr. Krieble, it is a delight to see you. I was at a recent reception

for you. I never had a chance to meet you, but I have read all your
reports, and I am quite fascinated by the good work you have done

in Eastern Europe and Russia.

Mr. Kreeble. Thank you, sir.

Mr. Horn. Are any of your backgrounds in accounting as well as

law? Any of you?
I will raise a couple of questions and just get your reaction as

to the state of accountancy in Russia and the former Soviet Union

because it is integrally tied to how decisions are made by American
businesses.

My ex dean of business administration, Dr. Mohamed Moustafa,
at California State University, Long Beach, recently was oyer

there

helping to educate Russians in basic practices of accounting. And,
of course, we have an accounting standards board and all this won-

derful structure built up particularly in the 20th century.
I am just wondering how you find the problem and what you

think needs to be done to upgrade accountancy so it can relate to

what your business operations are and you would have trained peo-
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pie in Russia that have some concept of what we are talking about

in modern accountancy.
Ms. Carey. This is a really key problem, and my guess is that

we will all answer with another plug for joint ventures or

coinvestment of various kinds.

From the very first United States-Soviet joint venture, the ques-
tion of how you would set up accounting and still comply with Rus-

sian law was an enormous challenge. The Russian accounting sys-

tem, although a lot of the categories were somewhat similar, did

not take costs into consideration at all. It was totally output ori-

ented. And they did have their state monopolies that yfere respon-
sible for both international and domestic accounting activities.

The Russians have been quite flexible, I think, and open-minded
toward foreign accountants. And as has been earlier mentioned, all

of the Big Six are over there, with large offices, several hundred

players. Almost all of them have joint ventures where they are

training Russian accountants and integrating them into their

staffs. There are also separate university, business school-type pro-

grams. There is a lot of activity in that area.

And then, of course, the kind of thing Mr. Myers described,
where an American is an investor in a company and generally
there are two sets of books, one in accordance with Russian ac-

counting requirements and the other to meet international, or

GATT, or the standards of the Western partner.
But in those cases, you are educating the Russian counterparts.

It is an added drain in terms of management time to have to go
through both systems and to have a system that really does not re-

flect the health of the company. So I think that is definitely an
area where you cannot do enough to accelerate the educational ef-

fort.

Mr. Horn. Thank you. Mr. Conn.
Mr. Conn. I am

really quite optimistic that this problem is going
to be resolved reasonably quickly, largely because I feel the Big Six

will do a great job in training their people.
McDonald's employees are well sought after in their marketplace,

and I am sure that Price Waterhouse, Arthur Andersen, and others

will get plenty of people out in the marketplace to work on it. The
problem I see is not the longer term training but the immediate

problems that are caused by this, basically, incongruous accounting
system.
To give you an example, we have an extremely large transaction

we are trying to move forward with now, which might, over time,
result in some sort of public offering here in the United States of

a Russian entity, for example. One of the sticky issues we have to

think about at the outset is, when you are acquiring an interest in

a Russian entity, a major concern over there, how will the IRS be

valuing that from a tax perspective? You could have investment
bankers go in and give you one number; the Russians themselves,
historically, have not taken into account cost, really, and have no
number at all for you. You can have either billion dollar figures or
zero.

That is a huge problem when you are looking at going into a very
risky transaction where you may not see cash-flow for many years,
long-term investment, and you face the prospect simply because of
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uncertainty of how the IRS will be looking at the valuation and
whether you will be hit with a huge tax liability in terms of stock
valuation from day one.

That will be solved over time as the Russian accounting system
comes into compHance more or less with what we in the West
would view as normal. But in the short term, it is a real barrier
to what I would consider to be the longer term investments in Rus-
sia, the equity positions.
Mr. Horn. Mr. Krieble.

Mr. Krieble. Well, of course, entrepreneurial startup is a very
small element of the future United States-Russian economy, and
among the people that I get to deal with in that regard, we have
a venture council with $100,000; $100,000 doesn't sound like much,
but we get a lot of people coming in looking for startup money, and
$1,000 to $5,000 is quite a lot for them, but their problem is that

they submit a business plan and it is handwritten and totally un-

satisfactory.
They lack the proper projection forward of what the financial re-

sults of this business they contemplate will be. We have to work
with them hours and hours, our fieldmen, in order to develop a
plan where one can reasonably allocate this money among the var-
ious competitive venture concepts. That is where I think the big
problem lies.

The big firms will come on fast, but it is the little firms, remem-
ber, that built 20 million new jobs in the United States in the dec-

ade of the 1980's. And I look to them also to build iobs in the Rus-
sian economy, even more so than privatization of the big but obso-

lete state enterprises.
These little guys just have not reached first base on accounting.

They need a hecK of a lot of help, and it is something that I think
the private sector and the public sector could very profitably invest

some time and effort in.

Mr. Horn. Very good. Mr. Myers.
Mr. Myers. Well, I see the problem as primarily technological,

and I want to address the Russian Far East as opposed to Euro-

pean Russia, where you take the problems that the other speakers
have addressed and just multiply it by an order of magnitude and
it gives you some feel for what is going on in the Russian Far East.

1 guess it was the chairman that spoke earlier about wire trans-

fer problems, and perhaps it was Mr. Conn who was talking about

getting the money to Moscow. I am
trying

to get the money to

Petropavlovsk. I think what has helped us a little is that early
on—we gave this matter a lot of thought, and once we began to un-

derstand the magnitude of the money, hard currency dollars that

were going to flow into Kamchatka as a result of these enterprises,
we began to realize that they simply were not equipped to deal

with the money.
The potential for fraud, waste, and abuse was overwhelming, and

I was not going to allow money on this scale to be transferred into

Kamchatka until I was satisfied that the system was in place to

ensure its accountability and its proper disposition.

Well, the Governor of Kamchatka and the regional administra-

tion within the oblast were enormously cooperative in this regard,
to the point where the man who is the president of our joint ven-
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ture partner, the Russian closed joint stock company,
Kamchaerotrans, Mr. Ablamonov, who is also the president of the

bank, Kamchaprom Bank in Petropavlovsk, and has a sterling rep-

utation and a great deal of credentials in this regard, we have had
extensive discussions and he has asked for my assistance in provid-

ing to Kamchatka the computer equipment and the telecommuni-

cation systems needed to be able to ensure bank wire transfer and
bank security.

I mean, so here are exhaust fumes off of what the venture is all

about, creating a whole new business that I never in my wildest

dreams thought I was going to be involved in, and had no interest

in being in, and don't really know anything about, but creating
more opportunities out of the problem I must solve in order for us

to go forward.
I think telecommunications is going to be a critical problem. We

are paying an enormous amount of money right now for satellite

communication links I have had to install in order to ensure a reli-

able 24-hour a day communications with our people on the ground
there. There just isn't any other way to operate. We have an enor-

mous amount of traffic going back and forth and we are paying a

great deal of money for it.

They are begging for computers. I daily get requests—I could set

up a retail outlet in Petropavlovsk tomorrow to sell Mcintosh and
IBM computer equipment and everything else you can imagine,
and if they could come up with the money to buy it, the shelves

would be bare. So there is enormous demand for export of these

tools.

J am not sure I am directly answering your question but I don't

think they have a problem in accounting. I think they know how
to account just fine, the problem is they are doing it on abacuses.

I mean this quite literally that the regional administration in

Petropavlovsk go into the offices of their accountants and they have
abacuses sitting on their desks, and they use that to do the ac-

counting, and it takes them forever to come up with a spreadsheet
that we could do on an Excel printout in 5 minutes.
Mr. Horn. Well, I thank you, and as a member of the Sub-

committee on Aviation in the House, I appreciate your kind com-
ments on the FAA and how helpful it has been.
Mr. Spratt. Mr. Cox.
Mr. Cox. I want to circle back on a few points. And I will also

say that some of those people are a lot faster with abacuses than
some of us are with computers—and that abacuses don't break
down as often. But you are quite right, absolutely right, and I have
seen those in use everywhere, including the Gum department store

in Moscow. That is quite a row to hoe on the accounting side, no

question.
I think all of you were here during our first panel, and I wonder,

in particular Ms. Carey and Mr. Conn, if you could tell us what you
think of the administration's position on dumping and their use of

not only the antidumping provisions but also the market disruption
provisions in order to go after Russian exports.
Ms. Carey. It is a very complicated topic, and I think the re-

sponses of the first panel generally reflect the fact that they have
not addressed the question.
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The real problem stems from the fact that the antidumping and
countervaihng duty laws include a special classification of Russia
and the other members of the former Soviet Union as nonmarket
economies. And when you try to measure whether dumping has ac-

tually occuTTed, and to establish a dumping margin in regard to a
nonmarket economy, you use a series of fictional analyses.

So, the first step is to get some basic information about how
many people the industry employs and data regarding other hard
characteristics of the industry; then to get at cost items, the Com-
merce Department selects a surrogate, and there can be 10 surro-

gates for any one given dumping question. In the uranium case, for

example, I listed in my testimony the surrogates that they used.
You end up with a completely fictional picture of what Russian

costs are, because Commerce says, and it is partly correct, you can-
not get real data on what the costs are so therefore you invent it

by extrapolating costs from a surrogate.
Mr. Cox. So we are taking soft data and multiplying one times

another to get worthless results?

Ms. Carey. Exactly. And the standards for
injury

are very low,
so I would predict that any major new—say metal or other com-

modity that is going to hit this market from Russia or increase in

volume will be blocked if the industry brings an antidumping case.

The cards are so stacked against the importer, the company
bringing the product in, and it is a challenge not in regard only to

Russia, but all of the East European countries and, to a certain ex-

tent, China, as to how are you going to handle these countries

when they are neither a planned or a market economy. They are

really not nonmarket any more and they are not market, and the

law just does not deal with it. It does not accommodate that situa-

tion.

Now, the question you raised regarding the market disruption

law, I think there you have as much a symbolic concern as any-
thing else. The Russians feel that it is unfair to label them "Com-
munists." The law applies only to Communist countries and deals

with market disruption where there is a threat of or actual injury
to U.S. producers.
The Russians are divided in that, one, they don't think they

should be called Communists any more; but, two, there is a small

part of that law they like, which is the consultation process, which
is rarely used. The rest of the law, without consultation, is more

commonly used.

But, as I said earlier, the important thing is to set up some kind

of formal consultative mechanism where, when U.S. industry is

truly injured and has a legitimate case, it should be possible to ne-

gotiate a solution.

Mr. Cox. It sounds as if in the potash case there are injuries to

Canada but not to us.

Ms. Carey. I have not gotten into that in detail, but we are

working with one company, in the aluminum industry in particu-

lar, and that company itself is considering major investments in

Russia. They do not really want to file a big antidumping action

against Russia. They are pursuing other long-term objectives, but

they would like, and they have begun to try to get both the United

States Government and the Russian Government to talk about how
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this can be resolved, whether the Russians could stockpile alu-

minum, or what other alternatives might be available.

But without a government-designed mechanism, it is hard for

one company to initiate negotiations on its own. Or, if they bring
in the rest of the industry, you get antitrust allegations. You need

the government to say we are going to create a negotiating mecha-
nism and require everybody who is considering an antidumping ac-

tion to first try to consult. For example, in regard to enriched ura-

nium, it was not just the uranium but does the United States care

more about the Russians dismantling the missiles and selling the

uranium or more about the impact on the price. Clearly, the former

would seem to be more important.
But if you are only going to handle trade issues as they are han-

dled now, with just Commerce and the ITC involved, you are not

going to get the right solution in many cases. So we are saying, and
the study the council commissioned concluded that the President,

by Executive order, should create some kind of consultative body,
or Congress should persuade him to do so, that would allow these

matters to be handled in a different fashion for a 5-year transition

period.
Mr. Cox. Richard, you want to add to that?

Mr. Conn. I will take a different cut at it, since this was very

thoroughly covered by my colleague.
As to the piece of legislation, I would concur that that seems a

bit outdated. I would note that Gennady Burbulis came over here
for the congressional roundtable as the representative of Russia,
and was described by Members of this body as well as Brzezinski,
Pamela Harriman, a whole cross-section of folks, who basically de-

scribed him as the Thomas Jefferson of Russia, who is moving for-

ward the democratic principles of that country, and who several of

us on the panel know quite well.

I am sure that he would find it downright amusing if he were

described, or if his team, if you will, were thought of as Com-
munists. These are people who have been risking their lives for

some time now fighting against the structure that they hate, more
than any of us in the United States ever will because we have not
lived under it, and he has already survived one bomb attack, as

have others in his team.
And I think that we need to start taking a look at whether it is

appropriate to continue to have that type of legislation in place if

we feel that the government is in fact one that is far more demo-
cratic in its orientation than the Communist system previously had
been.
The only other point I would make is in terms of antidumping

generally. It certainly does run counter to what we seem to be try-

ing to do. The reason U.S. companies and other companies go into

markets like this is because they understand the cyclical nature of

the economy. You go in because the costs are lower, and maybe we
cannot hit exactly what those numbers are, for the accounting rea-

sons and many other reasons we could talk through, but the fact

is you better believe the reason they are in that marketplace is so

they can produce products cheaper than they can in the United
States or any other developed country.
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If we are trying to promote growth in Russia in terms of demo-
cratic free market ideals as well as try to get U.S. businesses in

there, well, we cannot take away the primary incentive for them
going into that marketplace.
Mr. Cox. I suppose that is especially so because in terms of com-

parative advantage, the future for Russia in the near term consists
in exports of these minerals.
And you mentioned aluminum. Thev have vast supplies they can-

not use. If we prohibit them effectively from exporting, we prohibit
them simultaneously from obtaining the hard currency necessary to

pay for our service businesses who are trying to go over there and
establish businesses.
Mr. Conn. That is precisely right. The real point is that that

money does need to come into the country; and. No. 2, there is cer-

tainly nothing wrong with our domestic industries and other coun-
tries' domestic industries objecting to that. Nobody likes being
undersold in the marketplace, but that is one of the lessons we are

trying to teach to Russia; that is competition and, ultimately, con-
sumers win from that, even if very special interest groups are

going to suffer. We all go through that.

We would all like to have quasi-monopoly positions in our mar-
kets but that is not the way life is, and I don't see much purpose
in our government getting more involved in that than absolutely

necessary, particularly in the Russian situation.

Mr. Cox. I want to ask Mr. Krieble, because his experience is

nearly unique, about the relationship between the political future

of Russia and the likelihood that U.S. businessmen and women are

going to want to invest and expand trade in Russia and the CIS.

You mentioned the upcoming elections in December positively. In

your view, first of all, are things on a sufficiently sturdy course

that we should feel sanguine about the near term future; and, sec-

ond, what can the U.S. Government do to help stabilize the politi-

cal situation?

You have been doing it privately. What can the government do

even to help people like you, but generally to help stabilize the po-
litical situation so that U.S. businesses will be willing to take a

look at that market?
Mr. Krieble. Well, in the first place, to your first question, I am

very much optimistic about the future, particularly after the events

of the Russian White House a month ago. I do think that democ-

racy is coming to Russia in two steps, and we just saw the second

step on CNN.
I expect that the private property and currency, some effort at

currency stabilization, at least restraint of credit, will happen with-

in the next 6 months. I am quite thrilled about that.

As far as what the U.S. Government can do, I have no strong

feelings. I think the private sector can do a great deal more. I am
not as concerned about relieving U.S. entrepreneurs of risk for in-

vesting in Russia as my colleagues, I see. To me, a characteristic

of an entrepreneur is that he assesses the risk and makes his own
investments anywhere in the world he sees the best opportunity.
And if he will not bear the risk, he does not deserve to be called

an entrepreneur.
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I cannot see why the taxpayer should be saddled with risks that

he incurs because of bad judgment. It is his judgment and his prof-

it if he wins; and if he loses, it should be his loss.

Mr. Cox. Well, on that score, of course, since the U.S. Govern-

ment is in the business of parceling out subsidies and tax advan-

tages to all manner of people, what we find is if you are in the

business of assessing risk competitively, you may discover even

though you do not receive one or another subsidy, you might be

competitively disadvantaged because somebody else is.

In that respect, I wonder if I can ask my final question of all of

you. We talked a little bit about the $2.5 billion of most recent aid.

The U.S. Government normally allocates its foreign aid on an an-

nual basis. And while we may be effectively finished with fiscal

year 1994, we have fiscal year 1995 to deal with.

Should we keep following our nose and doing it in the same way?
Should we allocate another $2.5 billion for similar things in the fol-

lowing year? If you had that kind of money, how would you spend
it? And include as a possibility the fact that earmarking $2.5 bil-

lion for a foreign subsidy is, fi'om a budget standpoint, no different

than lightening the tax burden by $2.5 billion.

We could deal directly with the problem of expatriate teix cases

with that as a source of funding, for example. If you had $2.5 bil-

lion, would you spend it the way it is now being spent or would

you do it some other way?
And let me get one last point in, because I don't want to take

any more time afterward.
Part of what we are spending it on—I think we heard about from

the first panel. I tried to elicit from them as much as possible what
it is they are actually doing to achieve results. Through the written

testimony and the oral testimony, I came up with this list: We have
a half dozen U.S and Foreign Commercial Service offices, which
some of you may or may not have ever run into; 12 American busi-

ness centers online; a joint commission on technological coopera-
tion; and the United States-Russia Business Development Commis-
sion.

I suspect that those have not been a heavyweight solution to all

the problems we are looking at, and perhaps you might want to

comment on that as well.

Start from Mr. Myers and work to Ms. Carey, and I will thank

you in advance.
Mr. Myers. Well, if you said I could have $2 billion, there is no

telling what I would do with it, and I don't for a moment suggest
that you do that.

What I think would best serve the interests of the American peo-
ple would be a competitive process. We have heard a lot of discus-

sion today about competition and the impact of it. What I would
like to see happen is, instead of government agencies attempting
to decide how best to spend the money, to solicit from private in-

dustry proposals for what it could do and why they think it is a

good idea.

NASA and DARPA have something called the broad area an-

nouncement, which is a vehicle that they use for—and I am famil-
iar with this because of my aerospace background—they use the
broad area announcement as a vehicle for putting minimum re-
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quirements out in order to get proposals for research and develop-
ment.
Now, I think if you put out an RFP, put a notice in the CBD—

companies doing business in Russia send us your ideas—and we
put some structure into that process and we give industry an op-
portunity to submit proposals for what it would do if it had the

money and how much money could it use, you would get hundreds
of proposals. Of course you would need to have a very good process
in place to sift your way through all of that and make sense out
of it. I think you would need a very broad evaluation process in-

volving neutral industry participants as well as many different gov-
ernment points of view, but I think that process will pay dividends.

I think that you will get excellent proposals—I am certain that
from the California Kamchatka companies you would get a fantas-
tic proposal to do something that I think makes an enormous
amount of sense for the strategic interests of the United States and
for the people of Russia. And I am sure there are 100 other busi-

nessmen out there that can come in with proposals as good or bet-

ter than ours.

I advocate a competitive process, and the best proposals should
be the ones that are implemented. And if $2.5 billion is what you
have to spend, then so be it. You get the proposals, and you figure
out how you are going to carve up the money and that is how it

is done.
Mr. Cox. Mr. Krieble.

Mr. Krieble. I spoke recently with Huntsberger, who just retired

as CEO of Templeton Funds of Nassau, with $81 billion in invest-

ments, and he is starting a Russian fund of $100 million, private.
But I would much rather see the Russians go to an investment
banker like Templeton and justify their case in competition with

other entrepreneurs from other countries to get their capital than
to have it come from the U.S. Government.

I don't see why, again, the government should underwrite risky

propositions that they would not do with private individuals. And
there are lots of funds available from private sources, in this day
of mutual funds, that are available to Russians as well as to people
of any other nationality. I favor the private approach.
Mr. Cox. Thank you very much. I appreciate that. Mr. Conn.
Mr. Conn. Hard to answer when I guess I sure don't feel that

I know what we have really done either in terms of what the

money has exactly been spent on and what the precise results are.

If it were my company, I would want to find out what we did before

I authorized next year's budget. But I would say I operate from the

assumption that there certainly are dollars that need to be spent
on things that governments need to do.

Private business, without some funding, will not right the entire

legal structure of Russia, and there are other infrastructure-type

things that have to be put in place. I would love those to be cut

to an absolute minimum, as you probably gathered from my testi-

mony today, but accountability is obviously important on that.

And I think Mr. Myers' comments, in terms of sort of subbing
that out, bidding it out, competing on that, is the logic of that pro-

posal. You get greater accountability. You see where the money is

going and you have more of a competitive process. But I would also
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add that is already part of what takes place even today with, for

example, U.S. AID.
We have U.S. AID there basically as a middleman, with their

team of people in Moscow, and they have quite a few now, many
lawyers, many different experts in town there. They then put out

a RFP on the street, and we do have a very competitive process in

terms of accounting, legal and other types of technical assistance

which, indeed, might be overkill in terms of the amount of time it

takes and the relative lack of speed with which we can then get

going on these projects to help the Russian Government.
There is that aspect in place. But I would argue very strongly for

greater accountability in terms of what is actually the results of

this. I can give you an example of the difficulty with respect to ac-

countability and what is happening over there in Moscow. Although
I feel like I know most of the folks who are in the other firms over

there in that city, we all do get together relatively frequently, I

sure would not want to have to do a chart today of all the different

government programs that are going on, who is working on what,
and how it is all being coordinated.

One instance that took place about a year or so ago, when I was
still on speaking terms with the Supreme Soviet, was a presen-
tation I made on their bankruptcy law, where I spoke to one of

their major committees. And I had not been asked to do that by
the United States side, although I had written a book on that for

United States lawyers; I was asked by the Russian side to come in

and critique the bankruptcy law.
I have no idea to this day exactly where that initial draft came

from. It clearly had some input from Western lawyers. We then did

our thing with it to try to explain to the Russians why insolvency
can be good. In other words, why reorganization helps an economy
and why you have to close things down that don't function and
move to something else. But I could not tell you exactly where that
all came out of, and I am not sure anyone sitting in Moscow today
could tell you that.

So accountability is very important, and I don't think we have
that yet, at least not to the degree I feel comfortable recommend-

ing, just a blanket continuation of that.

In terms of other resources there, I would emphasize that there
are teams in place there, particularly U.S. AID.
Mr. Cox. I am sorry, would that include U.S. AID's projects?
Mr. Conn. It would, although again, as my collea^e mentioned,

although we are participating in those types of projects, U.S. AID
would be the first to say, and Tom Kemp's report to President Bush
said, as had previous reports, that U.S. AID is an agency that is

troubled in terms of its different goals that have been given to it

by different parts of the U.S. Government, and that accountability,
I think, would be a very high part of what I would want to look
for if I were deciding where to spend the next $2.5 billion.

I think U.S. AID itself would be the first to say it is a very dif-

ficult task for them to do this and to account for it.

Mr. Cox. Before you conclude, I would like to draw upon what
you know about the U.S. Government and which agency does what
and so on. If we are going to pursue this law revision objective as
a matter of U.S. foreign policy—it is something that private busi-
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ness is not really set up to do and, therefore, fits your description
of what government should be doing—what parts of our govern-
ment should be tasked with this responsibility/
Mr. Conn. That is a very tough question. I would say given the

fact that U.S. AID is in there and has people in place—they have
places to live; and, believe me, that is a big job to get set up
there—I would think from a cost-efficiency standpoint it would be
nice to utilize those people.

I have no complaints of any sort in terms of their quality. They
are all very good and doing a very good job over there. I would
think they are a logical group to be utilizing. But I would still want
other things. I would still be thinking of accountability in terms of

the other agencies as well which provide different types of func-

tions.

IFC could be far more active in terms of leading the lending over

there; OPIC, likewise. And I would be interested in accountability
there; finding out what dollars are out there in the marketplace.
Not in the pipeline or under review, but what they have actually

pumped in; same on Exim.
But on the infrastructure side, I think U.S. AID is probably the

right choice, from my perspective, sitting in Moscow now, just be-

cause they are there.

Mr. Cox. Thank you. Ms. Carey.
Ms. Carey. I wanted to answer your earlier question about mak-

ing Russia safer for democracy, or making it more democratic. I

think there is one thing the United States could do that we are not

doing a lot of, and that is assistance in the design, structure, and
administration of local government entities. The local governments
are really deficient and thev don't know how to use their tax pow-
ers. They do not understand intergovernmental fiscal relations.

Many Americans investing in large corporations in Russia com-

plain that the corporation operates a range of social services, like

kindergartens, and clinics, et cetera, and they try to push their

Russian partner to assign those functions to the local government.
The local government could not possibly run them. There is no way
in their current state that they could.

So I would see technical assistance in regard to local government
administration as an area that would have great impact and make
it easier for a business investing in the locality. We now have com-

panies that go in and literally start from scratch. It is like a special

law, negotiating what their tax burden will be locally, because

there is no law. They have to help make it up. That is one area

where technical assistance funds could be useful.

In regard to the question where the more billions should go, I

don't think we have the experience yet on the investment side. The
Russian-American Enterprise Fund, whose board I sit on, does not

have staff yet and is not functioning. So far $20 million of a pos-

sible $300 million have been contracted by AID to the fund but

there is no—zero, zip
—experience. So we cannot judge it. Hope-

fully, the fund will be aggressive in funding Russian companies
that have a high potential for success in private market cir-

cumstances.
There is also a new fund for large enterprise reconstruction that

is being put together by AID based on similar principles
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Mr. Cox. I didn't realize you were on the board of that fund. I

would ask you a question. You may not know the answer. The

Hungarian-American Enterprise Fund and the Polish-American

Enterprise Fund were set up under laws that I actually wrote. I

brought them to the floor in an open rule and got them passed.
One of the features of those two funds that has never been uti-

lized is the opportunity to go into U.S. capital markets and raise

real risk capital, and then invest it so that you lever the actual risk

capital with whatever the government portion is. And 100 percent
of the return on those coinvested funds would then go to the pri-

vate investors.

In that sense, the fund is open-ended and could go on indefi-

nitely; but more to the point, we would stretch our foreign aid dol-

lars dramatically as compared to what we have done with those

two funds thus far. I don't know if yours was set up on the same
model or whether you have that power.
Ms. Carey. Virtually the same model. We do have that power,

and I understand the Polish fiind has exercised its authority, and

they are investing pension fund money and are relied upon by the

EBRD.
Mr. Cox. Well, to my knowledge, all that has happened is the

traditional joint venture.
Ms. Carey. Sort of cofinancing? Not actually getting the

Mr. Cox. Yes. I am talking about an authority for your Russian

fund, if it has the same authority as the Polish and Hungarian
funds do, to issue a prospectus in the United States and raise

money for the fund. The fund would then coinvest the proceeds in

whatever ratio you want. Stretch it as far as you can, whatever is

necessary to attract private capital
—and you can invest that money

in Russia, and return 100 percent of the profits to the private in-

vestors. That has never been done.

Ms. Carey. I don't think our board is aware of it, but I will check
the statute, and I am glad you raised it.

But I think the funds have tremendous potential. There is now
a Kazakhstan fund being set up, and I g^ess there will be a
Ukraine fund.

It is too early to say, but, hopefully, a year from now, you will

see a good track record, and I would hope more money could go
through those channels. I think that they will be effective.

If you consider OPIC as a potential investor, and what you really
need is—all of our clients are looking for money. Mr. Myers de-

scribed his problems. The commercial banks are not in the game.
They just will not take the risk. They will not touch anything that
involves investment in the CIS. So you really have government-
funded lending agencies playing the primary role, and they are

only beginning to learn how to secure a transaction and how to do
"due diligence" in a country like Russia where the laws are not

fully developed.
EBRD hired all these bankers, and it took them months to make

their first investment because they were insisting on "belts and
suspenders" and sort of overdoing the whole review process. If you
can get an agile, creative organization involved in making invest-
ments and loans, that would make a really big difference.
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I think also that EDA should be expanded and should be able to
Drovide feasibility study money for service companies as well as
companies that are selling equipment and have hardware. That
vould be a big plus.

I think that if you are going to have a competition in terms of

projects to fund, you should let the Russians compete. There are
some brilliant young businessmen over there today running rather
Tiajor companies, and they should be able to help define assistance
Driorities.

And, finally, I keep thinking there should be, for a temporary pe-
riod, some kind of centers giving commercial legal advice. You need
•egional legal aid offices, really, to educate the Russians. They
lave a lot of law. I don't think the deficit is as much the need for
aws as it is the need for enforcement. Many of the new laws are
nert. They just sit on the books and nobody understands them be-
cause there is no public education effort and no lawyers or other
consultants to help especially out in the hinterlands, to make the
aws work.
Thank you.
Mr. Myers. May I pick up on that point about the Russians com-

)eting? If this came to pass where this RFP were issued and all

hese proposals came in, we certainly would be proposing through
)ur joint venture. So we would be representing our Russian part-
lers in the process, and I think Ms. Carey is exactly right, the Rus-
;ians must be allowed to compete. And what this allows us to do
s create a mechanism where they can get on equal footing with the
^^mericans.

But just as we really require them to do business in Russia, they
•eally require us to do business in the United States. And if we are

joing to be able to properly funnel those moneys, we need to have
I partnership. And I think the quality of those partnerships is part
)f the evaluation process; just how good is it and how well does it

vork.

Mr. Spratt. I think I can spare the stenographer from setting

ip. We are about to conclude.
Let me thank you for coming. You have been generous with your

ime; forthcoming with your testimony, and we think you have
idded to our record and our understanding of the matter we have
set out to explore. Thank you very much indeed.

Mr. Cox. Thank you
Mr. Spratt, The hearing is adjourned,
[Whereupon, at 2 p,m., the subcommittee adjourned, to reconvene

subject to the call of the Chair.]
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Appendix 1.—Statement for the Record

Testimony of Jack R. Youngs
Director, BSi Industries, Inc.

Before the House Government Operations Committee
Sut>committee on Commerce, Consumer and Monetary Affairs

Novembers, 1993

Mr. Chairman, Members of the Committee, I am Jack Youngs, Director of BSI

Industries, Inc., a small business based in Cambridge. Ohio. I appreciate the opportunity

to submit this testimony, and commend the special focus you have taken on American

business opportunities in the states of the former Soviet Union.

During the 34 years I have owmed and operated several small, family-owned

businesses, I have taken many risks: but none as great or potentially rewarding as the

decision Carta Youngs, President of BSI Industries, and I made to invest in Russia and

Ukraine.

Many of my colleagues look at recent events in Moscow and question that

decision. Violence and revolt have plagued the streets of Moscow. The govemment is

in chaos and hundreds have died in the struggle for power. It hardly looks like a climate

for sound Western intemational investment.

For me, however. President Yeltsin's fimi commitment to democratic reform and a

free mart<et economy even in the face of a violent political struggle only strengthens our

resolve. It is more important than ever for U.S. investors and our govemment to stand

firm in Russia.

My company, BSI Industries, designs and builds industrial and energy projects,

especially natural gas compressor stations for production, transmission, storage and
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distribution Russia needs our services in developing its energy resources Some

estimates suggest that 20 percent of Russia's oil vi/ells sit idle, waiting for spare parts that

cannot be found. In spite of vast resources, oil reserves are down over a third from four

years ago. Millions of barrels of oil leak from defective pipelines, creating economic and

environmental devastation.

Like all businesses who make risky investments, we have done so because of the

prospect of a fair retum on investment. But we have also done so because of a genuine

commitment to democracy, the free market system, and the people of Eastern Europe.

Without that, virtually no one could sustain the unimaginable variety of obstacles our Vice

Director of Intemational l^arketing, Mr. Vladimir Gokum, must deal with every day.

BSII is pursuing nearly a half-dozen joint venture projects in Russia and Ukraine,

including a joint venture with Spetsstroymontazh of Moscow to produce high and low

pressure vessels: and a contract with Ukrgazprom of Kiev, Ukraine, to design, purchase

equipment, and manage construction of, an addition to the Shebelinka natural gas

refinery.

Unfortunately, the Ex-lm Bank decided to delay the short-tenn insurance program

for Ukraine. As you know, the Clinton Administration recently announced a $175 million

disbursement of foreign assistance for Ukraine. It seems to me that since American

businesses are willing to shoulder a sizable share of the risk, U.S. policy would be well-

served by supporting private efforts to develop a strong private sector in Ukraine. Your

assistance in unfreezing this critical financing will make a considerable impact on U.S.

investment in Ukraine, as well as supporting U.S. policy objectives there.

BSII has been working with the Export-Import Bank since July, 1992 on the

-2-
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Shebelinka Refinery project's financing In 1990, BSII began cooperation with its

Ukrainian client, Ukrgazprom. After tough competition with European companies, BSII

signed a contract in July. 1992 for the Shebelinka Refinery project. Companies from the

UK, Germany, and Italy are sbll attempting to get this project and other gas and oil

projects in the Ukraine, at the expense of American businesses. To our knowledge, BSII

is the only American company now involved in the Ukrainian gas or oil mari<et

Ex-lm financing for the Shebelinka project will result in $30 million of U.S. exports

to Ukraine, and the creation of 500 jobs in the U.S. More importantly, it will create a

foothold for American businesses in the potentially lucrative Ukrainian gas and oil maricet

-- now dominated by Germany, Italy and the UK.

Further hindering the investment climate in Ukraine, is uncertainty over Worid

Bank financing of the Shebelinka project, which we are planning to bid on next year. If

financing for the gas system renewal project fails, our relationship with our Ukrainian

clients will be broken, and a major opportunity for American business in Ukraine will be

lost. This project is the most important project in the Ukraine gas and oil industry. If it

fails, it will send a terrible signal to other American businesses considering taking the

considerable risks of investing in the CIS states.

To date, we have developed excellent relationships with our Ukrainian customers.

When visiting Ukraine, our delegations are welcomed by the Chainnan of the Gas and

Oil Committee of Ukraine, the President of the Ukrainian Gas Concem. among others.

We have established good relations with local Ukrainian enterprises in Kiev. Kharicov,

Sumy and Poltava areas. We have worked closely with the U.S. Embassy in Kiev, and

the Embassy of Ukraine in Washington, DC The Ukrainian Ambassador the US.

- 3 -
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anended a contract signing ceremony in Cambridge. Ohio, last year.

We are training Russian and Ukrainian engineers and craftspersons at our

Cambridge facilities for up to 12 months. One group trained under the SABIT American

business internship program sponsored by the Department of Commerce. They live in

apartments in Cambridge; become part of small town American
lif^ study, work and

travel: and retum to their native land with a better understandiirg of how a free market

economy works. ^

Last July, we sponsored 30 teenagers from Russia and Ukraine to go to summer

camp in New England, where they could leam first hand about America and our way of

life. We believe these efforts embody the essence of U.S. foreign policy toward the

newly independent states of the former Soviet Union

If our small efforts, and the efforts of thousands of others like us are to be

successful, however, we must have the full support of the United States government and

the international lending institutions that are underwriting so much of the investment that

is planned and ongoing.

The Clinton Administration has responded with a $2.5 billion program that will do

much toward building both democracy and free market economies in the republics of the

former Soviet Union.

The World Bank has navigated a difficult course this year. Hopefully, with

President Yeltsin's decision to suspend the old Communist Parliament and call for new

elections, more progress can be made. The Bank released the first $1 .5 billion tranche

of assistance eariier this year, as inflation began to come under control. Yet when the

Central Bank lapsed back into its old ways, and Russia flirted with hyperinflation this

- 4 -
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spring, the Bank had to suspend release of the second tranche Now, that Yeltsin has

won some degree of political room to assert control -- or decontrol, as the case may be --

it is more important than ever that we respond. Most important, is a sustained

commitment to technical assistance, small business development, and other kinds of

institution building projects that are critical to the further development of a free market

economy. The World Bank and Ex-lm must get back in the game.

We have found a great store of energy, talent, and entrepreneurial spirit ready to

grow in Russia and Ukraine. Together, the private sector and the govemment can make

great progress in helping citizens of the newly independent states help themselves.

If we succeed, the rewards will be greater than any of us can imagine: in national

security, in economic opportunity, and in the furtherance of peace and democracy in the

wo rid.

If we lose, the costs will be devastating, both for our fellow citizens of the world

community, and for American workers here at home as the United States rearms and

retrenches against chaos in Europe.

###
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November 19, 1993

Mr. Daniel Speckhard

Deputy for Economic Affairs to the

Ambassador-at-Large to the

Secretary of State on New Independent States

U.S. Department of State

Washington, DC 20520

Dear Mr. Speckhard:

Thank you for your most interesting and useful testimony about trade and

investment in Russia/CIS presented to this subcommittee on November 5, 1993. At the

hearing I mentioned that we would have additional questions for you. Your answers will

be made part of the printed record of the hearing.

1. What is the level of trade and investment between the United States and

Russia/CIS? How does this compare with the level of trade and investment in other areas

of the world such as Japan, Canada, and Mexico?

2. Aside from BISNIS, (Business Information Service for the Newly

Independent States) and American Business Centers, what other programs do we have to

improve trade and investment with Russia/CIS? What do these programs do?

3. What is the U.S. Government doing to increase trade and investment in

the Central Asian States of the former Soviet Union including Kazakhstan, Kyrgyzstan,

Tajikistan, Turkmenistan, and Uzbekistan? What is the population and total land mass of

these states? Do we have FCS posts in these places? Where do we have BISNIS offices?

4. What is the proper role of the U.S. Government with respect to the

difference between trade and investment? Some people believe that the proper role of

government in this area is to encourage jobs at home, and this is done through encouraging
trade . Investment abroad is normally done by large entities, which generally do not require

government assistance. Yet it is this view that a good deal of work by U.S. officials in

(212)
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Russia/CIS is directed toward improving the investment situation there, not necessarily the

iradfi situation there. Would you comment on these views? What is the proper role of the
U.S. Government in a place such as Russia/CIS?

5. One indication of trade and investment activity in a particular foreign land
is the number and quality of state and locality offices located there. Do you know how
many states and localities have offices in Russia/CIS and can tell us a little of their

activities?

6. A report issued by the Commerce Department under the Bush
Administration (Obstacles to Trade and Investment in the New Republics of the former
Soviet Union, DOC, ITA, March 1992), based upon participation by over 100 large and
small companies, list the following problems as business people see them in doing business
in Russia/CIS:

-Instability and uncertainty;
-financial problems;

-inadequate information;

-infrastructure problems;
-lack of normal trade relationship; and
-shortfall in support by the U.S. Government

It is only some of these issues over which the U.S. Government has any
control. My question is: Is Russia doing all it can do to improve the situation which
business sees as causing problems in Russia/CIS? And, is my premise correct that the U.S.

Government is doing all it can to improve trade and investment in Russia/CIS?

7. One of the concerns of U.S. business people is the new and widespread
crime in Russia. Of great concern to U.S. business people is that crime is often directed

against foreigners. Would you comment on the crime situation in Russia and the CIS?
How effectively is the Russian Government dealing with this problem?

8. What is your view of graft in Russia? A recent article in the Washington
Post (August 20, 1993) contained the following comment:

Newspapers are full of reports of officials and former officials building
luxurious dachas, wallowing in privileges they once denounced and enriching
themselves at public expense beyond the wildest dreams of Soviet officialdom.

Please comment.

9. Do the Russians have inflation under control? I understand that inflation

ran at 2000 percent in 1992, but lately has lessened. What is the situation regarding
inflation and how does this impact U.S. trade and investment in Russia/CIS.
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10. The Russians complain that we unfairly discriminate against them in the

enforcement of our anti-dumping laws, especially in the areas of imports to the United

States of uranium, ferrosilicon, potash, titanium sponge, and urea. Could you explain the

law that imposes a countervailing duty in the case of dumping, and give us the

Department's view of whether the Russians are guilty of dumping these products in the

United States.

11. Is a local partner still necessary for U.S. businesses to open in

Russia/CIS? It is my understanding that, until relatively recently, FCS and others

counseled U.S. business people to obtain a local partner, but this recommendation has

changed somewhat recently, because we now think U.S. business people might be best oflf

if they go it alone. What is your thinking on this subject?

12. One of the continuing problems in increasing trade and investment with

Russia/as is that of export controls. Now that the cold war is over, it may be simplistic

and even obvious to ask why we still need any of these controls for Russia/CIS, but I will

start with that: Why do we still need these controls? I know we are attempting to reduce

controls and have reduced controls substantially for Russia/CIS, but we do impose a

tougher standard on Moscow than we do, for example, on Paris or London. For example,

we would sell fiber-optics transmission technology to a British or French or German

company without a problem. But we refuse to sell such technology to the Russians. While

I recognize there are strong policy arguments for maintaining these controls, I would like

to see the current policy justification of our government for maintaining these controls. For

example, what is the risk that high-technology dual-use equipment sold to Russia might end

up in the hands of another country hostile to the United States.

13. Some commentators, such as G. William Miller, former Secretary of the

Treasury, believe that the key to revitalizing the Russian economy is retooling the defense

industries to produce civilian goods. What is the status of Russian/CIS progress or lack of

progress in this area?

14. Jeffrey Sachs, the Yale economist who was once one of Yeltsin's top
Western aides, is quoted in the Journal of Commerce for September 14, 1993, as having

said about Russia/CIS: 'The situation is truly dreadful and quite possible lost for the

foreseeable future." Do you agree? This was said before the events of the past few weeks

by which Yeltsin consolidated his authority. Will this change things?

15. Could you comment on the relative potential for U.S. trade and

investment with the countries that make up the CIS, as compared to trade among
themselves. Although politically independent, these countries are still strongly linked

economically. They have become largely dependent on foreign trade with other former

republics and thus, they are relatively closed to the rest of the global economy. Is this true?

Also, could you comment on the relative economic and political stability of these entities.

I understand, for example, that Ukraine, the second largest economy within the former

Soviet Union, and with more people than Spain, has not made even the progress of Russia

on the economic front.
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I also enclose a copy of questions prepared by Rep. Gene Green, who was
required to leave the hearing before he could ask them. They will also be included in the
record of the hearing. Thank you for your assistance and cooperation. Please feel free to
contact me or the subcommittee staff if you have any questions.

Sincerely yours.

fohn M. SpratU Jr. ^
Chairman

Enclosure



216

i>--^

Questions For Panel

Government Operations
November 5, 1993

1) Businesses who have experience trading in the former Soviet

Union point out that our overseas support agencies are very helpful.
The consulate offices provide support, advice, equipment and lists of

American companies doing business in the country, however, these

agencies are overworked and understaffed. Have there been any
attempts to modernize or streamline any of these offices to increase

productivity? Are we using 100% American workers or do we hire

local workers to work in these offices?

2) Our government support agencies in the United States are
often very confusing to businesses as they try to figure out which

agency has jurisdiction over aspects of their trade practices. This
confusion becomes even greater when dealing with international

entities such as the World Bank. etc. Do any of you believe that one
office should be set up solely to instruct companies on the various

jurisdictions of agencies and how to best approach the government
with a trade plan?

3) Most of the time when we think about foreign trade we tend
to focus on our large corporations, however, our small businesses are

uniquely qualified in many cases to compete even more effectively.
How much does the small business administration get involved in

foreign trade assistance to small businesses?

4) Given the economic situation in the Commonwealth of

Independent States how do our businesses contend with currency
exchange rates and the effects of the overall economy?

5) In Houston, a group of local businesses who trade in the
former Soviet Union have set up a round table group to discuss

effective business strategies in that region. Do you know if there are

any similar efforts on the national level and, if so, how effective have

they been in coordinating with government agencies to create better
trade agreements and service from the government?
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United States Department of State

Washington, D.C. 20520

DEC 1 7 1993

X)MMtrtCh, CONSUMtH Af
"T4RY AFFAIRS SI IP-"-

December 15, 1993

Dear Mr. Chairman:

Following the November 5, 1993 hearing at which Daniel
Speckhard testified, questions were submitted for the record.
Please find enclosed the responses to those questions.

If you have any further questions, please do not hesitate
to contact me.

Sincerely,

Wendy R. Sherman
Assistant Secretary
Legislative Affairs

Enclosures:
As stated.

The Honorable
John M. Spratt, Jr., Chairman,

Subcommittee on Commerce, Consumer,
and Monetary Affairs,

Committee on Government Operations,
House of Representatives.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

1. What is the level of trade and investment between the
United States and Russia/CIS? How does this compare with the
level of trade and investment in other areas of the world such
as Japan, Canada, and Mexico?

A: In 1992, total U.S. trade with the NIS amounted to $3.3

billion, including $2.5 billion with Russia alone. Trade with

Russia, especially U.S. exports, has continued to grow. For

the first nine months of 1993, U.S. trade with the NIS reached

$3.8 billion, including $2.8 billion with Russia. Total U.S.

investment in the region amounted to about $400 million.

In contrast, U.S. trade and investment activities with

Japan, Canada, and Mexico have reached a much higher level.

Trade between the U.S. and Japan equaled $141.4 billion in

1992, and $111.8 billion for the first nine months of 1993,

with a total of $26.2 billion in U.S. direct investment. U.S.

trade with Canada amounted to $181.4 billion in 1992 and $149.9

billion for the first nine months of 1993. U.S direct

investment in Canada has reached $68.4 billion. U.S. trade

with Mexico reached $73.5 billion in 1992, and $58.0 billion

through October 1993, with $13.3 billion in direct U.S.

investment .
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

2. Aside from BISNIS, (Business Information Service for the
Newly Independent States) and American Business Centers, what
other programs do we have to improve trade and investment with
Russia/CIS? What do these programs do?

A: Promoting U.S. business is one of this Administration's top

priorities. We have many programs specifically aimed at

improving American trade and investment with Russia and the

other Newly Independent States (NIS) .

The U.S. and Foreign Commercial Service, the Commerce

Department's overseas marketing network, is expanding its staff

from 16 to 56 in the NIS this year, including 7 new American

officers. The U.S. and FCS is adding personnel to its existing

offices in Moscow, St. Petersburg and Kiev and opening new

offices in Vladivostok, Khabarovsk, Almaty, and Tashkent. As

it does in every country, the Commerce Department sponsors many

trade missions, exhibits and "reverse" trade missions in the

NIS.

The U.S. Trade Development Agency (TDA) funds feasibility

studies for projects which could lead to significant export or

investment opportunities for U.S. business. TDA has approved

over $15.7 million in grants for projects in Russia, Ukraine,

Kazakhstan, Turkmenistan and Armenia.
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The Export-Import Bank (EXIM) and the Overseas Private

Investment Corporation (OPIC) are very active in the NIS.

EXIM's exposure in Russia is approximately $330 million; in

Kazakhstan, $44 million and in Uzbekistan, $85 million. The

new $2.5 billion assistance package for the NIS recently passed

by Congress includes $300 million additional funding for EXIM

and $40 million for OPIC to expand their programs in the NIS.

The Consortia of American Businesses in the Newly

Independent States (CABNIS) is a cooperative, cost-sharing

program of government and the private sector that helps

non-profit business consortia establish offices and pursue

business in the NIS on behalf of profit-making U.S.

corporations and associations. The program provides government

grants of up to $500,000 which must be matched by each

consortia. So' far grants have been made to nine grantees —
the American Building Products Export Council, the American

Graduate School of International Management, the Food

Processing Machinery and Supplies Association, the

Semiconductor Equipment and Materials International, the

Telecommunications Industry Association and the World Trade

Center Association of Orange County, the American-Russian

Technology Association, Port Authority of New York & New

Jersey, and the University of Alaska/World Trade Center

Alaska .
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Special American Business Intern Training (SABIT) is

another cooperative government-business program that brings FSU

business executives and scientists to the U.S. for three to six

month internships with American companies. These managers and

scientists learn how to operate in a market economy while their

American hosts develop market contacts and learn about

conditions in the NIS. To date, more than 123 of these

managers and scientists have completed their training, another

35 are in training, and about 300 more are scheduled to begin

training in the next few months. SABIT has funding for a total

of 500-600 interns.

U.S. Government-Health Industry Partnership Program (UHIPP)

hosts business roundtables and business development missions.

The health industry has received special emphasis because of

the extreme health care needs in the NIS. A trade development

mission went to Moscow and the Tartarstan area in 1992 and

another mission went to Ukraine in June 1993. In 1994 a

mission to Russia and two reverse trade mission (from Ukraine

and Russia) are planned.
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The U.S. has negotiated or is working on certain basic

economic agreements with each of the former Soviet states.

These agreements are designed to promote and protect U.S.

businesses and create a legal framework in which to "normalize"

our trade and investment relations. Trade agreements are in

force with 9 NIS states - Russia, Ukraine, Belarus, Georgia,

Moldova, Armenia, Turkmenistan, Kyrgyzstan and Kazakhstan - and

have been signed with others. Bilateral investment treaties

have been concluded with Russia, Kazakhstan, Kyrgyzstan,

Moldova and Armenia. We are also negotiating bilateral tax

treaties to protect investors from double taxation of income.

OPIC and EXIM have agreements with each of the NIS.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL V. SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

3. What is the U.S. government doing to increase trade and
investment in the Central Asian States of the former Soviet
Union including Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan, and Uzbekistan? What is the population and total
land mass of these states? Do we have PCS posts in these
places? Where do we have BISNIS offices?

A: We are actively promoting U.S. investment in the Central

Asian region. The region offers great potential in the

agricultural, energy, and manufacturing sectors, to name a few,

and U.S. business presence reinforces efforts by the Central

Asian governments for economic reform. The U.S. government is

represented in each of the republics and we have actively

sought out investment opportunities for the U.S. business

sector. We are encouraging the Central Asian governments to

establish the legal framework and investment climate necessary

to attract U.S. investment, and we are providing expertise and

guidance through technical assistance.

Since these countries' independence, the U.S. government

has worked actively with each of the republics to formalize a

series of bilateral economic agreements, including trade

agreements, bilateral investment treaties, treaties to avoid

double taxation and OPIC agreements. OPIC has finalized its

agreement with the five Central Asian countries. OPIC also

hosted a health sector conference in Washington in 1992 and

followed up with a health sector trade mission to Central Asia

in September, 1993. U.S. Eximbank is operating for short-term

insurance coverage in Kazakhstan, Uzbekistan and Turkmenistan.
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The U.S. Department of Commerce has established Foreign

Commercial Service posts in Kazakhstan and Uzbekistan. The

Department of Commerce is expanding the BISNIS Overseas Network

throughout Central Asia, which facilitates the development of

commercial information, including specific market research,

with dissemination of information through channels like the

National Trade Databank and BISNIS Flashfax Service. BISNIS

has hired a contractor to work out of the Embassy in Tajikistan

and out of the FCS Office in Kazakhstan and is contracting with

an Uzbek business information service in Tashkent to collect

commercial information on a regular basis. The Department of

Commerce is also planning a Central Asian trade and investment

conference to be held in Washington next spring.

The total population of the region is approximately 51

million people. Uzbekistan, the third largest republic, has

over 21 million inhabitants. The total land mass is

approximately 1,491,000 square miles. Kazakhstan is easily the

largest republic, with over a million square miles (about four

times the size of France) .
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL V. SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 19 93

4. What is the proper role of the U.S. Government with respect
to the difference between trade and investment? Some people
believe that the proper role of government in this area is to
encourage jobs at home , and this is done through encouraging
trade . Investment abroad is normally done by large entities,
which generally do not require government assistance. Yet it

is this view (sic) that a good deal of work by U.S. officials
in Russia/CIS is directed toward improving the investment
situation there, not necessarily the trade situation there.
Would you comment on these views? What is the proper role of
the U.S. Government in a place such as Russia/CIS?

A: We believe that both trade and investment support the

domestic employment base. Whether to export to or invest in

foreign markets is a decision best made by private firms

themselves, on a commercial bases. It is in our long-term

interest to encourage both, with respect to the New Independent

States, since they are complementary. Trade and investment are

linked; trade follows investment and vice versa. U.S.

companies abroad are some of the best customers for U.S.

exports. Also, as U.S. companies invest in Russia and the New

Independent States they introduce these countries to U.S.

standards and preferences for U.S. products. The USG has

negotiated trade, tax and investment agreements with many of

the New Independent States, as well as extended technical

assistance intended to facilitate the transition to market

economies. These measures should help to strengthen the

economies in the New Independent States, making them in turn

better markets for U-S. exports.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL V. SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 19 9 3

5. One indication of trade and investment activity in a

particular foreign land is the number and quality of state and

locality offices located there. Do you know how many states
and localities have offices in Russia/CIS and can you tell us a

little of their activities?

A: At present, to our knowledge, Alaska is the only state

which is planning to open an office in the New Independent

States. The Alaska office will probably be in Vladivostok. We

understand that state and local officials in Seattle,

Washington, have also been exploring closer links with the

Russian Far East.

Because of the limited support facilities available to U.S.

businesses throughout the former Soviet Union, the U.S.

government has also been preparing to establish "American

Business Centers" in a number of cities throughout the NIS.

These centers will make available business services now

difficult to obtain, and in this way facilitate the activities

of American companies in Russia and the other NIS.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL V. SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

6. A report issued by the Commerce Department under the Bush
Administration (Obstacles to Trade and Investment in the New
Republics of the former Soviet Union, DOC, ITA, March 1992),
based upon participation by over 100 large and small companies,
list the following problems as business people see them in
doing business in Russia/CIS:

-Instability and uncertainty;
-financial problems;
-inadequate information;
-infrastructure problems;
-lack of normal trade relationship; and
-shortfall in support by the U.S. Government.

It is only some of these issues over which the U.S.
Government has any control. My question is: Is Russia doing
all it can to improve the situation which business sees as
causing problems in Russia/CIS? And, is my premise correct
that the U.S. Government is doing all it can to improve trade
and investment in Russia/CIS?

A: Russian officials would be the first to admit that foreign

firms face difficulties in doing business there. We believe

that they are sincere in their efforts to solve these problems,

but it is important to recognize that they are going through a

difficult and historically unprecedented transitional stage and

are working to create the legal and regulatory framework for a

healthy market economy. The situation is very much in flux and

this instability creates problems for foreign and domestic

enterprises alike in the NIS.

The U.S. Government has been, and remains committed to

doing everything possible to improve the climate for trade and

investment by U.S. firms in Russia and the other NIS. Much of

our technical assistance program is intended to help the NIS

develop the legal framework for a market economy, such as a
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modern commercial code and a means of registering title to real

property. Other programs help in developing the commercial

infrastructure necessary for a thriving market economy, such as

a viable banking system.

The U.S. Government also has programs specifically directed

at assisting American firms to find export and investment

opportunities in the NIS, and identify suitable partners for

doing business. One in particular to which I would like to

draw your attention is the Department of Commerce's "Business

Information Service for the New Independent States," or BISNIS,

which provides a "one-stop shopping" service of information on

prevailing regulations, market data, potential financing, trade

promotion activities, as well as trade leads from the NIS.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 19 9 3

7. One of the concerns of U.S. business people is the new and
widespread crime in Russia. Of great concern to U.S. business
people is that crime is often directed against foreigners.
Would you comment on the crime situation in Russia and the
CIS? How effectively is the Russian Government dealing with
this problem?

A: We share the concern of many U.S. business people about the

threat of crime in Russia. Street crime has increased,

especially at night in large cities. Pickpockets may target

conspicuously dressed westerners. There has been a sharp

increase in crime on trains, in particular on trains to and

from Mongolia. A few business people have reported attempts at

extortion or demands for bribes. Our Embassy in Moscow has

found that the Russian police are concerned about this problem

and willing to help. Any U.S. business person who is the

victim of a crime should report the crime promptly to the local

authorities and to our Embassy.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

8. What is your view of graft in Russia? A recent article in

the Washington Post (August 20, 1993) contained the following
comment :

Newspapers are full of reports of officials and former
officials building luxurious dachas, wallowing in

privileges they once denounced and enriching themselves at

public expense beyond the wildest dreams of Soviet
officialdom.

Please comment.

A: There have been many reports of official and business

corruption in Russia, however the extent of this problem is

difficult to determine. Our Embassy has not reported any cases

in which a Russian official demanded a bribe from an American

company, although there have been reports of Russian businesses

or enterprises demanding payoffs as a condition for doing

business. We have emphasized to the Russian government the

importance of adequate laws and ethical standards (including

conflict of interest rules) in government and business. Graft

and corruption can be a significant deterrent to foreign trade

and investment and will undermine political support for

economic reforms in Russia. We believe that the Russian

government is aware of the importance of combatting corruption.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

9. Do the Russians have inflation under control? I understand
that inflation ran at 2000 percent in 1992, but lately has
lessened. What is the situation regarding inflation and how
does this impact U.S. trade and investment in Russia/CIS?

A: While inflation in Russia continues to be high, it is down

from the approximately 2500 percent annual rate in 1992. Since

President Yeltsin dissolved parliament in late September,

monthly inflation has eased to about 21 percent from a high of

almost 30 percent in August, and further reductions are

expected by the end of the year as Yeltsin's economic team

works to cut government spending, limit the emission of rubles

by the Central Bank, and isolate the economy from the

inflationary economic policies of many of the other NIS.

Whether the government can continue its newly implemented

policy of fiscal and monetary discipline will depend in large

part on whether the new parliament to be elected December 12

supports the government's reform measures.

High inflation, which eats away ruble-denominated earnings

and encourages capital flight, coupled with uncertainty

regarding foreign investment legislation, has made it difficult

for U.S. firms to find benefits to counterbalance the economic

risks of doing business in Russia. However, conditions should

improve if the Russian government continues its policies of

curbing inflation, stabilizing the ruble, and liberalizing

foreign investment and trade activities to foster a better

climate for investment and trade.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL V. SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 19 93

10. The Russians complain that we unfairly discriminate
against them in the enforcement of our anti-dumping laws,
especially in the areas of imports to the United States of
uranium, ferrosi licon, potash, titanium sponge, and urea.
Could you explain the law that imposes a countervailing duty in
the case of dumping, and give us the Department's view of
whether the Russians are guilty of dumping these products in
the United States.

A: U.S. law provides an administrative procedure to protect

American manufacturers from unfair foreign trade practices such

as the dumping of merchandise by foreign firms or the

subsidization of foreign exports by governments. If

manufacturers believe their foreign competitors have unfair

price advantages, they may file a petition for relief with the

U.S. Department of Commerce and the U.S. International Trade

Commission.

Anti-dumping investigations are carried out by the Department

of Commerce and by the U.S. International Trade Commission.

Commerce determines the existence of sales at less than fair

value, while the ITC determines whether a U.S. industry is

being or may be materially injured.

A final Commerce determination that sales have been made at

less than fair value, coupled with an International Trade

Commission affirmative determination of material injury,

results in issuance of an anti-dumping duty order.
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Any party to the proceeding may contest in the U.S. Court of

International Trade any factual findings or legal conclusions

that are the basis for these final or other determinations by

the Department of Commerce or the International Trade

Commission.

At no point in the anti-dumping or countervailing

administrative process does the Department of State nor any

other U.S. government agency have access to the market

proprietary information gathered by the Commerce Department or

International Trade Commission in order to form independent

judgements of the extent of dumping by a foreign manufacturer

or examine the potential injury to any U.S. industry.

It should be noted that the U.S. potash industry brought their

complaint to the Administration via 406(d) of the 1974 Trade

Act and thus potash is not in the anti-dumping process as

outlined above but in a separate interagency process led by the

United States Trade Representative's office.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 199 3

11. Is a local partner still necessary for U.S. businesses to

open in Russia/CIS? It is my understanding that, until

relatively recently, PCS and others counseled U.S. business

people to obtain a local partner, but this recommendation has

changed somewhat recently, because we now think U.S. business
people might be best off if they go alone. What is your
thinking on this subject?

A: Whether or not to take on a local partner or go it alone is

a decision which needs to be made by each company according to

its particular situation and needs. In general, a local

partner is not required in Russia, but may be able to

contribute valuable local expertise and contacts. Many Russian

and other NIS enterprises also can bring to a joint venture

other resources, such as plant and equipment, land, rights to

extractive resources, intellectual property rights, etc. On

the other hand, some U.S. companies find it to be more

advantageous to do without a local partner so that they have

greater freedom to structure their enterprise as they wish.

There is no hard and fast rule.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL V. SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 199 3

12. One of the continuing problems in increasing trade and
investment with Russia/CIS is that of export controls. Now
that the cold war is over, it may be simplistic and even
obvious to ask why we still need any of these controls for
Russia/CIS, but 1 will start with that: Why do we still need
these controls? I know we are attempting to reduce controls
and have reduced controls substantially for Russia/CIS, but we
do impose a tougher standard on Moscow than we do, for example,
on Paris or London. For example, we would sell fiber-optics
transmission technology to a British or French or German
company without a problem. But we refuse to sell such
technology to the Russians. While I recognize there are strong
policy arguments for maintaining these controls, I would like
to see the current policy justification of our government for

maintaining these controls. For example, what is the risk that
high-technology dual-use equipment sold to Russia might end up
in the hands of another country hostile to the United States.

A: Together with our partners in COCOM (the Coordinating

Committee for Multilateral Strategic Trade Controls), we have

been working to liberalize substantially export controls aimed

at Russia and the other COCOM-proscribed destinations. On

October 6, COCOM liberalized licensing requirements for a wide

range of computers. At the same time, the U.S. has proposed

within COCOM further liberalization of controls on computers

and telecommunications technologies, which should eliminate or

reduce controls on some $35 billion worth of our most

competitive high-technology products. By eliminating controls

which have outlived their usefulness, we can work towards

creating a more efficient export control system which will be

better able to focus on present and future nonproliferation

threats .
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While we work toward further liberalization, however, some

concerns remain. As the new countries which emerged from the

break-up of the Soviet Union make the transition from

centralized control and management of military items and

sensitive dual-use technology, while facing increasingly

difficult economic conditions, the risk of diversions of such

items and technology to countries of weapons of mass

destruction proliferation concern in the Middle East, South

Asia, and North Korea remains particularly serious.

We place a high priority on the establishment of effective

export controls in the four newly-independent nuclear states,

and their adherence to the various nonproliferation regimes.

The U.S. is providing export control assistance using

Nunn-Lugar funding under the SSD (Safe and Secure

Dismantlement) program to Belarus, and plans to initiate such

assistance with Kazakhstan, Ukraine, and Russia, provided they

sign implementing agreements under SSD with the U.S.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

13. Some commentators, such as G. William Miller, former
Secretary of the Treasury, believe that the key to revitalizing
the Russian economy is retooling the defense industries to
produce civilian goods. What is the status of Russian/CIS
progress or lack of progress in this area?

A: Although the Russians claim that two-thirds of defense

enterprises and over 50 percent of military research and

development facilities are engaged in some form of

diversification, successful defense conversion to civilian

production has been limited. In general, defense plants have

failed to increase output of equipment to support light

industry and the food sector, and production of consumer

electronics and refrigerators — traditional products of the

defense sector — still lags demand. While the share of

defense industrial output going to civil uses has increased

from 40 percent in 1988 to 80 percent in 1993, the shift is

largely due to reduced weapons production, not increased civil

output.

Diversification efforts in Russia and the other new states

have been hindered by ineffective governmental policymaking,

slow progress on market reforms, insufficient funds to

restructure facilities, and the immaturity of the region's

entrepreneurial culture. Moreover, the large social safety net

enjoyed by workers in Russian and other states' defense plants

— including housing, day care, schools, stores, clinics — sap

scarce resources that could be used for conversion efforts.

Defense plant managers have refused to lay off redundant

workers, relying on government funding to pay an
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ever-increasing wage bill. In general, defense enterprises are

having trouble developing and marketing new products,

establishing new supply links, and finding investment funds for

retooling .

While government efforts to promote conversion thus far

have been under funded and centrally mandated rather than

market oriented, the Yeltsin government is moving ahead with

privatization of medium and large state defense enterprises

that will help these firms convert to civilian production.

Market forces will drive these enterprises to become more

competitive, especially as the government continues to cut back

on defense orders. To date, those defense enterprises most

successful in diversifying their product line to the civil

sector have been those receiving some measure of foreign

investment .

Since the demise of the Soviet Union into new, independent

states in fall of 1991, the U.S. Government has made defense

conversion a major theme of its assistance program for Russia.

Two key themes guide U.S. policy in assisting Russia to

diversify its defense production capability to civilian

purposes. These themes explain why, to date, there are few

U.S. Government assistance programs that are specifically

identified as defense conversion. The first is that the U.S.

Government considers defense conversion to be part of a larger

economic restructuring challenge facing Russia. Therefore,

defense conversion, as an issue, should not be considered

separately from other important issues related to economic and
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democratic reform. Instead, it should be addressed on a number

of fronts such as legal and fiscal reform, retraining, trade

and investment, and private sector development. The second

theme characterizes the U.S. Government's view that in defense

conversion, as in most areas of assistance, the private sector

will be the real engine of change. This is true for all

sectors of the economy, including defense. The private sector

is better qualified to make the changes and provide the

resources necessary to spur economic development and growth.

The U.S Government is trying to provide incentives to encourage

U.S. firms to invest in Russia, and is working with the Russian

government to help it provide necessary incentives.

There are two sources of U.S. assistance funding aimed at

facilitating defense conversion in Russia. These sources are

a set of funds governed by the FREEDOM Support Act of 1992 and

funding provided under the auspices of the Soviet Nuclear

Threat Reduction Act of 1991 (Nunn-Lugar) .

o The FREEDOM Support Act : Approved by Congress in September

1992 and administered by State and AID, the FREEDOM Support

Act provided over $400 million in FY93 funding for

humanitarian and technical assistance programs for the

NIS. This was in addition to $235 million in redirected

economic support funds that Congress provided in summer

1992 for such assistance. The FREEDOM Support Act outlines

the key priority areas of the official U.S. Government
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assistance program, including trade and investment,

democracy building, private sector development,

agriculture, energy, nuclear safety, and environment. In

FY94, in response to the Administration's request. Congress

provided an additional $2.5 billion for humanitarian and

technical assistance for the NIS to expand our efforts in

the key priority areas.

The Soviet Nuclear Threat Reduction Act (Nunn-Luoar) : In

proving the Nunn-Lugar Act in November 1991, Congress

hoped to reduce the threat to the U.S. posed by nuclear

weapons and weapons of mass destruction of the former

Soviet Union. Nunn-Lugar authorized expenditures of $400

million from the existing Department of Defense budget and

placed emphasis on destruction of a portion of these

weapons, improvements in nuclear weapons security and

accountability systems, and establishment of safeguards

against weapons proliferation. These funds are

administered by the U.S. Russian Defense Conversion

Commission headed by Deputy Secretary of Defense William

Perry. An additional $400 million was authorized in

September 1992 for Nunn-Lugar under the FREEDOM Support

Act, and the use of the funding was expanded to include

defense conversion at a level of "not more than $40

million." Specific projects under Nunn-Lugar include the

provision of $25 million to establish an international
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science and technology center in Moscow to aid in

redirecting the talents of Russian and other NIS scientists

and engineers to non-military activities, as well as a

proposed $20 million program to assist in converting

defense production capabilities to civilian ones. Congress

has provided an additional $400 million in Nunn-Lugar

funding for FY94 , and has eliminated the $40 million cap on

funding for defense conversion. In addition. Congress has

authorized the Department of Defense to establish a Defense

Enterprise Restructuring Fund, using $40 million of FY94

Nunn-Lugar funds, to assist the defense conversion.

In addition to U.S. Government programs, U.S firms have

been actively engaged in joint venture operations to spur the

conversion process. These efforts include the IL-96 project

between the Ilyushin Design Bureau and more than 16 American

companies (including Pratt and Whitney and Rockwell/Collins), a

joint communications equipment development project between

AT&T, Corning, and the Vavilov Institute, and numerous other

U.S. -Russian partnerships aimed at making Russian defense

technologies marketable and useful for the civilian population.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL V. SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

14. Jeffrey Sachs, the Harvard economist who was once one of
Yeltsin's top Western aides, is quoted in the Journal of
Commerce for September 14, 1993, as having said about
Russia/CIS: "The situation is truly dreadful and quite possibly
lost for the foreseeable future." Do you agree? This was said
before the events of the past few weeks by which Yeltsin
consolidated his authority. Will this change things?

A: Harvard economist Jeffrey Sachs made that comment at the

height of the deadlock between President Yeltsin and the

Russian Parliament, at a time when the Parliament was dead set

on reversing privatization and embarking on a reckless

expansion of the budget. The situation was indeed very

serious, and in fact was the reason why President Yeltsin

finally suspended Parliament. The situation now is radically

different.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

15. Could you comment on the relative potential for U.S. trade
and investment with the countries that make up the CIS, as
compared to trade among themselves. Although politically-
independent, these countries are still strongly linked
economically. They have become largely dependent on foreign
trade with other former republics and thus, they are relatively
closed to the rest of the global economy. Is this true? Also,
could you comment on the relative economic and political
stability of these entities. I understand, for example, that
Ukraine, the second largest economy within the former Soviet
Union, and with more people than Spain, has not made even the
progress of Russia on the economic front.

A: The newly independent states comprising the CIS have

tremendous potential for U.S. trade and investment activities.

U.S. firms can offer goods and services not readily available

within the CIS, especially in the areas of telecommunications,

computers, modern heavy machinery, and energy, transport, and

civil aviation equipment. The region's population of more than

285 million people represents a tremendous market for U.S.

businesses willing to help these fledgling market economies

further develop.

It is true the former republics have found it difficult to

shift their trade away from the other CIS members to the world

market. During the Soviet era, interstate trade was dictated

by monopoly producers and a single purchaser of goods within

the region, while foreign trade was handled by the central

government. With the dissolution of the Soviet Union,

enterprises in the new states have lacked the knowledge and

experience of the world marketplace needed to establish new

trade ties. Most former Soviet enterprises are unable to

produce goods that are competitive outside the region. The

inconvertibility of the ruble or other national currencies has
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also made it difficult to trade with partners outside the

"ruble zone." Moreover, the region's energy dependence on

Russia and Moscow's initial willingness to barter goods for

energy at subsidized prices further discouraged CIS efforts to

broaden their trade efforts.

The potential for U.S. trade and investment in the CIS can

be expected to increase markedly now that the new states have

moved out of the ruble zone and into the world of hard budget

constraints, national currencies, unsubsidized energy and other

trade among themselves. As the CIS states struggle to develop

their economies, attracting foreign investment and profitable

foreign trade ties will become more and more desirable

alternatives to continued dependence on trade with Russia.

The economic success of the CIS members depends in large

part on the ability of the respective governments to formulate

and stick to sound fiscal and monetary policies. Governments

cannot expect to pay budget deficits swollen by inflationary

wage and price increases by simply printing more money. Those

governments unable to bring about economic stability are likely

to face political instability as well.

Economic stability in Russia will depend in part on the

outcome of the elections on December 12. Not only will these

elections mark an important milestone in the continued

development of a genuine democracy in Russia, but they will

also enhance the prospects for political stability with a fully

legitimate, freely elected, post-Soviet Parliament. If the new
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Parliament is willing to work with President Yeltsin, the

economic reform process will continue. Moreover, if the draft

Constitution is approved by the Russian voters, political and

economic stability will be strengthened by providing the

outline of the branches of the Russian government, defining the

separation of their powers, and codifying the concept of

private ownership of property — a key element in establishing

a true market economy.

Ukraine is a good example of a state lacking economic

stability and experiencing political gridlock. Elements within

the Ukrainian government have been very resistant to economic

reform, calling for the government to reimpose centralized

control of the economy as it struggles with hyperinflation.

Such conditions do not encourage foreign investment or trade

activities.

Georgia, Armenia, Azerbaijan and Tajikistan all continue to

suffer with war-torn economies. Tajikistan is the only former

republic apparently willing to remain in the ruble zone by

subordinating its bank and economic policies to those of

Russia. While Georgia and Armenia are struggling to establish

their own currencies, loose monetary policies and ethnic

conflict have complicated those efforts.

Turkmenistan, Uzbekistan, and Belarus, although lagging

Russia in economic (and political) reform efforts, are

introducing their own currencies and are encouraging broadened

trade and investment ties. The wealth of resources these

states enjoy can be expected to support stable economies,

especially if the resources are developed with Western partners,
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The governments of Moldova and Kyrgyzstan appear dedicated

to economic reform, and have qualified for IMF assistance to

develop their economies. Natural resources, evolving political

stability, and a desire for foreign investment suggest these

countries could play a much larger role in the world

marketplace.

Kazakhstan has actively sought to join the world economy.

With a reasonably stable government now willing to move forward

on economic reform coupled with rich energy and mineral

resources, Kazakhstan has attracted the trade and investment

interests of numerous U.S. firms, especially oil companies.

Other U.S. firms, including Phillip Morris, are involved in the

development of Kazakhstan's agricultural sector. Opportunities

for trade and investment in Kazakhstan by U.S. firms can be

expected to increase as Kazakhstan, with IMF assistance, works

to further integrate its economy into the world marketplace.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

1. Businesses who have experience trading in the former Soviet
Union point out that our overseas support agencies are very
helpful. The consulate offices provide support, advice,
equipment and lists of American companies doing business in the
country, however, these agencies are overworked and
understaffed. Have there been any attempts to modernize or
streamline any of these offices to increase productivity? Are
we using American workers or do we hire local workers to work
in these offices?

We are pleased that businesses have found our embassies,

consulates and commercial offices to be helpful. Our aim is to

maximize our ability to support American business at minimum

cost to the American taxpayer. In order to serve American

businesses more effectively, the U.S. and FCS has expanded its

staff in the NIS from 15 to 56 people, including 17 Americans

and 39 local staff. We have also instituted innovative new

programs like the American Business Centers which will provide

American companies with a broad range of business development

and facilitation services, including reliable

telecommunications systems and computers. The Centers will be

co-located with other U.S. government agencies, whenever

possible, to save money and are expected to be operated on a

cost-recovery basis. Our commercial offices have increased the

services that they offer to business; for example, increasing

market research and setting up programs for visiting

businesses. Better training and coordination with other

sections of our Embassies have enabled us to increase our

services without a commensurate increase in staff.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

2. Our government support agencies in the United States are
often very confusing to businesses as they try to figure out
which agency has jurisdiction over aspects of their trade
practices. This confusion becomes even greater when dealing
with international entities such as the World Bank, etc. Do

any of you believe that one office should be set up solely to
instruct companies on the various jurisdictions of agencies and
how to best approach the government with a trade plan?

A: We recognize that businesses too often find the U.S.

government confusing. In the State Department, we have tried

to solve that problem by creating the Office of the Coordinator

for Business Affairs (tel: (202)647-1942), which helps

businesses navigate the State Department bureaucracy and, if

necessary, steers them to the right agency outside the State

Department. Businesses can also turn to the interagency Trade

Promotion Coordinating Committee which operates the Trade

Information Center ( tel : 1-800-USA-TRADE) where businesses can

get information on all U.S. government export promotion

programs. The Commerce Department's Business Information

Service for the Newly Independent States (tel: (202) 482-4655)

serves as a clearing house for information on U.S. government

programs relating to export promotion as well as doing business

in the NIS.
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QUESTION FOR THE RECORD SUBMITTED TO DAN SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

3. Most of the time when we think about foreign trade we tend
to focus on our large corporations, however, our small
businesses are uniquely qualified in many cases to compete even
more effectively. How much does the Small Business
Administration get involved in foreign trade assistance to
small businesses?

A: The Small Business Administration publishes an "Exporters

Guide to Federal Resources for Small Business: The World Is

Your Market," for smaller firms that want to export their goods

and services. However, the main point of contact for small

businesses interested in exporting or investing in the New

Independent States (NIS) of the former Soviet Union is the

Department of Commerce's Business Information Service for the

New Independent States (BISNIS).

BISNIS is a "one-stop shop" for U.S. firms and investors

interested in doing business in these countries. Because it

provides free access to trade leads, counseling, and

information about business activity and commercial contacts in

the NIS, BISNIS is of particular usefulness to small

companies. Thousands of small businesses regularly call this

office for assistance and are on its mailing list to receive

the three newsletters BISNIS publishes.
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In addition, the U.S. & Foreign Commercial Service is in

the process of establishing a network of offices throughout the

NIS called American Business Centers. These Centers will offer

U.S. companies fee-based services, such as telecommunications,

temporary office space, market information, secretarial

services, and other assistance.

Finally, the Department of Commerce's Consortia of American

Businesses in the NIS (CABNIS) program provides the means for

small companies to establish an on-the-ground presence in the

NIS. This program provides grant funds to consortia to help

defray the costs of opening, staffing, and operating U.S.

consortia offices in the NIS.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL V. SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

4. Given the economic situation in the Commonwealth of
Independent States, how do our businesses contend with currency
exchange rates and the effects of the overall economy?

A: There is no question that severe inflation, rapid exchange

rate depreciation, and the lack of full currency convertibility

are significant problems for American firms doing business in

Russia and the other NIS. The collapse of the ruble zone and

introduction of national currencies, while desirable from many

viewpoints, has also created difficulties for American firms

due to the impact on intra-state trade. Several of the New

Independent States are committed to introducing fully

convertible currencies, and this should have a positive impact

on the activities of American firms in those countries. The

U.S. had led the international effort to support economic

reform and stabilization in the NIS, which is the solution to

the problem of economic turmoil.

Because of the high inflation prevailing in many of the

NIS, some American firms do business in dollars. Although this

is currently legal in Russia, it will become illegal on January

1, 1994. We do not yet know what impact this change will have

on American firms' activities in Russia.
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QUESTION FOR THE RECORD SUBMITTED TO DANIEL SPECKHARD
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS

NOVEMBER 5, 1993

5. In Houston, a group of local businesses who trade in the
former Soviet Union have set up a round table group to discuss
effective business strategies in that region. Do you know if

there are any similar efforts on the national level and, if so,
how effective have they been in coordinating with government
agencies to create better trade agreements and service from the

government?

A: There are many private, independent organizations at the

national level which offer businesses a forum in which to

exchange views on doing business in the former Soviet Union and

coordinate with government agencies. The U.S. -Russia Business

Council in Washington (tel: (202) 956-7670), and the

Russian-American Chamber of Commerce in New York (tel: (212)

339-5564) are two examples. The American Chamber of Commerce

also follows business developments in the newly independent

states closely. The U.S. government has regular contacts with

these and other business organizations and their views are a

major factor in the formulation of our economic and commercial

policy.
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November 19, 1993

The Honorable David A. Lipton

Deputy Assistant Secretary for Eastern Europe
and the Former Soviet Union

Department of the Treasury

Washington. DC 20220

Dear Mr. lipton:

Thank you for your most interesting and useful testimony about trade and

investment in Russia/CIS presented to this subcommittee on November 5, 1993. At the

hearing I mentioned that we would have additional questions for you. The following are

some of the questions we had prepared but were unable to ask at the hearing. Your

answers will be made part of the printed record of the hearing.

1. What is the level of trade and investment between the United States and

Russia/as? How does this compare with the level of trade and investment in other areas

of the worid, such as Japan, Canada, Mexico, the rest of Latin America, and the European

Community?

2. What is the U.S. Govenmient doing to increase trade and investment in

the Central Asian States of the former Soviet Union including Kazakhstan, Kyrgyzstan,

Tajikistan, Turkmenistan, and Uzbekistan?

3. What is the proper role of the U.S. Government with respect to the

difference between uade and investment? Some people believe that the proper role of

government in this area is to encourage jobs at home, and this is done through encouraging

trade. Investment abroad is normally done by large entities, which generally do not require

government assistance. Yet, it is this view that a good deal of work by U.S. officials in

Russia/CIS is directed toward improving the investment situation there, not necessarily the

trade situation there. Would you comment on these views? What is the proper role of

the U.S. Government in a place such as Russia/CIS?

4. A report issued by the Commerce Department under the Bush

Administration (Obstacles to Trade and Investment in the New Republics of the former
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Soviet Union, DOC, ITA, March 1992), based upon participation by over 100 large and
small companies, list the following problems as business people see them in doing business

in Russia/CIS:

--Instability and uncertainty;
-financial problems;

-inadequate information;
-infrastructure problems;
-lack of normal trade relationship; and
-shortfall in support by the U.S. Government.

It is only some of these issues over which the U.S. Government has any
control. My question is: Is Russia doing all it can do to improve the situation which
business sees as causing problems in Russia/CIS? And, is the U.S. Goverrunent doing all

it can to improve trade and investment in Russia/CIS?

5. One of the concerns of U.S. business people is the new and widespread
crime in Russia. Of great concern to U.S. business people is that crime is often directed

against foreigners. Would you comment on the crime situation in Russia and the CIS?
How effectively is the Russian Government dealing with this problem?

6. What is your view of graft in Russia? A recent article in the Washington
Post (Aug. 20, 1993) contained the following comment:

Newspapers are full of reports of officials and former officials building
luxurious dachas, wallowing in privileges they once denounced and enriching
themselves at public expense beyond the wildest dreams of Soviet
officialdom.

Please comment

7. What is the situation with respect to extracting oil and gas firom

Russia/CIS? I am under the impression that this area is a vast opportunity for U.S.

companies, but, again, there are problems of taxation, turf battles between local and
federal authorities, etc. I also understand that this is an area in which Exim and other are
interested in lending. What is your reading on the prospects for oil and gas extraction

from Russia/CIS?
8. Do the Russians have inflation under control? I understand that inflation

ran at 2000 percent in 1992, but lately has lessened. What is the situation regarding
inflation and how does this impact U.S. trade and investment in Russia/CIS?

9. Could you bring us up to date on what is being done with respect to

Russia/CIS by the Exim bank, the World Bank, the European Bank for Reconstruction
and Development, private banks, and OPIC?

I am informed that Exim just cut off lending for projects in Ukraine. What
is the reason, if this is true? Does it make sense for the U.S. to make grants to an area
when we do not want to lend to the same area?
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What is OPIC doing in this area? I understand that the Overseas Private
Investment Corporation (OPIC) has approved its first loan and major insurance coverage
to a private commercial venture in Russia, a $150 million package consisting of $50 million
in loan guarantees and $100 million in investment insurance coverage to support Conoco's
$300 million Polar Lights project.

10. What is the situation with respect to loans to Russia/CIS from the
International Monetary Fund (IMF)? Has Russia been able to negotiate an IMF standby
loan? I understand the IMF was to provide a $4 billion standby credit, a $6 billion

currency stabilization fund, and a $3 billion fund from a newly created "system
transformation system." However, I believe that Russia has been unable to negotiate the

standby credit, because it has been unable to meet the IMFs "conditionality" standards. Is

this true? Please comment.

11. Is a local partner still necessary for U.S. businesses to open in

Russia/CIS? It is my understanding that, until relatively recently, FCS and others

counseled U.S. business people to obtain a local partner, but this recommendation has

changed somewhat recently, because we now think U.S. business people might be best off

if they go it alone. What is your thinking on this subject?

12. One of the continuing problems in increasing trade and investment with

Russia/CIS is that of export controls. Why do we still need these controls? I know we
are attempting to reduce controls and have reduced controls substantially for Russia/CIS,
but we do impose a tougher standard on Moscow than we do, for example, on Paris or

London. For example, we would sell fiber-optics transmission technology to a British or

French or German company without a problem. But we refuse to sell such technology to

the Russians. I realize there are still strong arguments for maintaining some export

controls; but I would like to see our government's current rationale for maintaining these

limits. In particular, please describe the risk that high-technology dual-use equipment sold

to Russia may be transferred to third party countries which are hostile to the United

States.

13. Some commentators, such as G. William Miller, former Secretary of the

Treasury, believe that the key to revitalizing the Russian economy is retooling the defense

industries to produce civilian goods. What is the status of Russian/CIS progress or lack

of progress in this area?

14. Jeffrey Sachs, the Yale economist who was once one of Yeltsin's top

Western aides, is quoted in the Journal of Commerce for September 14, 1993, as having

said about Russia/CIS: "The situation is truly dreadful and quite possible lost for the

foreseeable future." Do you agree? This was said before the events of the past few weeks

by which Yeltsin consolidated his authority. Will this change things?

15. What is the situation on Russia/CIS protection of intellectual property

rights?

16. Could you comment on the relative potential for U.S. trade and

investment with the countries that make up the CIS, as compared to trade among
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themselves. Although politically independent, these countries are still strongly linked

economically. They have become largely dependent on foreign trade with other former

republics and thus, they are relatively closed to the rest of the global economy. Is this

true? Also, could you comment on the relative economic and political stability of these

entities. I understand, for example, that Uicraine, the second largest economy within the

former Soviet Union, and with more people than Spain, has not made even the progress
of Russia on the economic front.

17. What is the situation with respect to the U.S.' attempt to reduce the

threat of another nuclear accident such as the 1986 Chernobyl power plant explosion? I

understand that U.S. corporations which were to do much of the work will not do the work
unless the U.S. Government shields them from liability. According to the Washington Post

of November 3, 1993, the companies include Bechtel Power Corp and Westinghouse
Electric Corp. The U.S. Goverrunent had allocated $110 million to fund reactor

improvements in Russia and Ukraine. What is the situation here?

I also enclose a copy of questions prepared by Rep. Gene Green, who was

required to leave the hearing before he could ask them. They will also be included in the

record of the hearing.

Sincerely yours.

lohn M. Spratt, Jr.

Chairman

Enclosure
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^^-^-^^-^ "K-«_,

Questions For Panel
Government Operations

November 5, 1993

>^.

1) Businesses who have experience trading in the former Soviet
Union point out that our overseas support agencies are very helpful.
The consulate offices provide support, advice, equipment and lists of
American companies doing business in the country, however, these

agencies are overworked and understaffed. Have there been any
attempts to modernize or streamline any of these offices to increase

productivity? Are we using 100% American workers or do we hire
local workers to work in these offices?

2) Our government support agencies in the United States are
often very confusing to businesses as they try to figure out which
agency has jurisdiction over aspects of their trade practices. This
confusion becomes even greater when dealing with international

entities such as the World Bank, etc. Do any of you believe that one
offlce should be set up solely to instruct companies on the various

jurisdictions of agencies and how to best approach the government
with a trade plan?

3) Most of the time when we think about foreign trade we tend
to focus on our large corporations, however, our small businesses are

uniquely qualified in many cases to compete even more effectively.
How much does the small business administration get involved in

foreign trade assistance to small businesses?

4) Given the economic situation in the Commonwealth of

Independent States how do our businesses contend with currency

exchange rates and the effects of the overall economy?

5) In Houston, a group of local businesses who trade in the

former Soviet Union have set up a round table group to discuss

effective business strategies In that region. Do you know if there are

any similar efforts on the national level and, if so, how effective have

they been In coordinating with government agencies to create better

trade agreements and service from the government?
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DEPARTMENT OF THE TREASURY
WASHINGTON

January 31, 1994

FEB 11994

The Honorable John M. Spratt, Jr. ^^^kS^^r'
Chairman
Subcommittee on Commerce, Consumer and Monetary Affairs
Coamittee on Government Operations
U.S. House of Representatives
Washington, DC 20515-6143

Dear Mr. Spratt:

Thank you for your recent letter in which you present additional
questions based on my testimony before your committee on November
5, 1993. I apologize for the delay in responding. As you know
events in Russia since then have been hectic, to say the least.

In the course of getting together the required information to
address your questions, I discovered that similar packages of
questions were submitted to the Departments of State and
Commerce. Therefore, I have confined my responses to questions
in areas in which I feel Treasury has particular expertise or
something to add beyond the answers provided by my colleagues at
State and Commerce. For the questions to which no response is

provided, I believe the other agencies have provided an adequate
answer.

If I can be of further assistance, please let me know.

Sincerely,

^-c
David Lipton
Deputy Assistant Secretary
Eastern Europe and the Former Soviet Union
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Questions Based on Testimony before
Committee on Government Operations

House of Representatives

Question 1: What is the level of trade and investment between
the United States and Russia/CIS? How does this compare with the
level of trade and investment in other areas of the world, such
as Japan, Canada, Mexico, the rest of Latin America, and the

European Community?

Answer: U.S. trade with the CIS totalled $3

including $2.5 billion with the Russian Fedeifat
trade with the CIS amounted to $3.8 billion
Of that amount, $2.8 billion represents trade
Federation. Total U.S. investment amounted tjo

million.

3 billion in 1992,
ion. During 1993,

Ijhrough September .

with the Russian
approximately $400

U.S. trade and investment with the CIS is faif less than that
recorded with Mexico, Canada, Japan, the EC or Latin America.
Trade with Mexico, for example, totalled $73.5 billion in 1992
and $58 billion during the first ten months of 1993. For Japan
the trade figure for the first nine months of 1993 amounted to

$141 billion and investment totalled slightly more than $26
billion.

*****

Question 2: What is the U.S. Government doing to increase trade
and investment in the Central Asian States of the former Soviet
Union including Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan,
and Uzbekistan?

Answer: The U.S. is eager to expand trade and investment with
Central Asia. To accomplish this goal, we are seeking to

negotiate bilateral investment treaties, bilateral trade treaties
and double taxation treaties with these countries to remove
structural obstacles to trade and investment. Bilateral
investment treaties have been concluded with Russia, Kazakhstan,
Kyrgystan, Armenia and Moldova. Trade agreements have been
concluded with Russia, Kazakhstan, Kyrgystan, Armenia, Moldova,
Ukraine, Turkmenistan Georgia and Belarus.

The Department of Commerce will sponsor a major trade and
investment conference on Central Asia in Washington next May,
which is designed to bring U.S. business interests together with
Central Asian business and government officials. In addition,
the U.S. Eximbank and OPIC have agreements with the CIS
countries. Our Embassies in the Central Asian republics also are

endeavoring to locate potential opportunities for American
business.

*****
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Question 3: What is the proper role of the U.S. Government with
respect to the difference between trade and investment? Some
people believe that the proper role of government in this area is
to encourage jobs at home , and this is done through encouraging
trade . Investment abroad is normally done by large entities,
which generally do not require government assistance. Yet, it is
this view that a good deal of work by U.S. officials in

Russia/CIS is directed toward improving the investment situation
there, not necessarily the trade situation there. Would you
comment on these views? What is the proper role of the U.S.
Government in a place such as Russia/CIS?

Answer: The United States government has encouraged the CIS
countries to adopt open trade and investment regimes. It is in
our interest to encourage expansion of all types of economic
interaction and both investment and trade have received ample
attention.

Clearly, if a more liberal investment regime is adopted, U.S.
business will profit from expanded access to Russia's vast
resources. Developing those resources will create jobs in the
U.S., as American companies supply the necessary equipment,
technology and managerial expertise. The transformation in
Russia has already greatly benefited one of our most competitive
export sectors — that of advisory services: lawyers,
accountants, bankers and others whose jobs are now focused on
this region.

We are also encouraging the Russians and other CIS to maintain
liberalized trade regimes. For the most part, we cannot
complain. In fact, foreign goods now often push domestic
products off the shelves in Russia. In the West, we have taken
steps to lower barriers to Russian products since we cannot sell
to those who cannot afford to pay. Thus, we have to be careful
not to raise new barriers to trade. Russia's long-term growth
will greatly benefit from expanded access to Western markets and
Western businessmen (and those they employ) will likewise benefit
from that growth.

*****
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Question 4 : A report issued by the Commerce Department under the
Bush Administration (Obstacles to Trade and Investment in the New

Republics of the former Soviet Union, DOC, ITA, March 1992),
based upon participation by over 100 large and small companies,
list the following problems as business people see them in doing
business in Russia/CIS:

Instability and uncertainty;
financial problems;— inadequate information;— infrastructure problems;
lack of normal trade relationship; and
shortfall in support by the U.S. Government.

It is only some of these issues over which the U.S. Government
has any control. My question is: Is Russia doing all it can do
to improve the situation which business sees as causing problems
in Russia/CIS? And, is the U.S. Government doing all it can to

improve trade and investment in Russia/CIS?

Answer: We believe the most serious obstacle to trade and
investment in Russia is macroeconomic instability. The Russian
Government has done much in the area of budget and credit

policies, but much remains to be accomplished, particularly in

light of recent macroeconomic indicators — for example, expected
inflation of more than 20% per month in January. We, and others,
have urged the Russian government to implement the necessary
macroeconomic policies which are necessary to foster a vibrant
business environment.

The concerns and obstacles which have been listed above are

justified. Russian/CIS officials admit as much. Most troubling,
perhaps, is the absence of clear contract and proprietary laws.

The U.S. government is committed to doing everything possible to

help those countries to resolve issues and structural impediments
to trade and investment. U.S. government assistance is being
directed at many of these problems. As these and related issues
are resolved, businessmen will become more comfortable in the
Russian business environment.

Question 5: One of the concerns of U.S. business people is new
and widespread crime in Russia. Of great concern to U.S.
business people is that crime is often directed against
foreigners. Would you comment on the crime situation in Russia
and the CIS? How effectively is the Russian Government dealing
with this problem?

Answer: Crime is not a totally new problem in Russia. In fact,
until recently the black market was seen as beneficial since it

provided the grease which kept Russia's centralized economy
functioning.
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However, anecdotal evidence suggests that the crime situation has
become worse in the past few years. As in America, crime was a

major issue in recent elections. The GOR has vowed to put more

emphasis on fighting crime in its future programs.

Crime has been directed not just at foreigners, but at anyone
with money. For example, in December Russian bankers called a

one-day strike in response to numerous attacks on banking
officials.

To a certain extent crime is a response to the distortions which
remain in the system. Where price controls and distortions
remain — for example, on housing or raw materials prices —
unusual opportunities for high profits encourage illegal
activities. When these distortions are removed, incentives to
commit crimes also are eliminated. We have encouraged the GOR to
continue to liberalize economic activities. As they do so,

opportunities to make a fast buck will disappear.

*****

Question 6: What is your view of graft in Russia? A recent
article in the Washington Post (August 20, 1993) contained the
following comment:

Newspapers are full of reports of officials and former officials
building luxurious dachas, wallowing in privileges they once
denounced and enriching themselves at public expense beyond the
wildest dreams of Soviet officialdom.

Please comment.

Answer: The situation with regard to graft is related to the
crime situation overall. Government and enterprise officials are
taking advantage of non-economic opportunities in the system.
For example, customs officials can make more from bribes to allow
the export of subsidized raw materials, than they can from their
salary. Again, if the GOR allowed prices to reflect true costs,
there would be less incentive to break the law.

This said, there is very little hard information on the extent of

graft and corruption.

*****
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Question 7: What is the situation with respect to extracting oil
and gas from Russia/CIS? I am under the impression that this is
an area of vast opportunity for U.S. companies, but, again, there
are problems of taxation, turf battles between local and federal
authorities, etc. I also understand that this is an area in
which Exim and others are interested in lending. What is your
reading on the prospects for oil and gas extraction from
Russia/CIS?

Answer: It is true that the oil and gas sector holds "vast
opportunity. . .but. .. [that] problems [like] taxation" make
investing difficult. However, recent progress toward completion
of major investment deals is encouraging. We, and others,
continue to urge the Russians to maintain a stable tax regime and
to uphold commitments to foreign investors. In the long run, the
oil and gas sector will be a major revenue producer for Russia.

*****

Question 8: Do the Russians have inflation under control? I

understand that inflation ran at 2000 percent in 1992, but lately
has lessened. What is the situation regarding inflation and how
does this impact U.S. trade and investment in Russia/CIS?

Answer: Prices are not yet under control in Russia. Inflation
has been averaging about 20% monthly (near 1,000% annually).
Inflation at this level makes economic decision making much more
risky, causing all participants to avoid long-term investments.
Decisive macroeconomic action on the part of the Russian
Government and the Central Bank must be taken.

However, with advice from the IMF and others, the Russians have
begun to address this problem. After a year of ups and downs,
inflation was reduced from a high in August of 30% to around 12%
in November. The Government has attempted to lower its budget
deficit and the Central Bank has raised the discount rate (at
which banks may borrow) to 210% annually. In November, the rate
was positive in real terms for the first time.

Nonetheless, the Government has continued to provide budgetary
and credit subsidies to agriculture, certain strategic regions
and large firms (to keep them from going bankrupt) . These
subsidies have been financed by money creation which results in
inflation. The former parliament wanted to increase spending
even further and, therefore, blocked stabilization. It is hoped
that a new Parliament will work with the GOR to solve this key
problem. We are pleased with President Yeltsin's statements that
stabilization remains a key priority for his government. Unless
the Government and the Parliament can reduce the deficit, very
high inflation rates are likely to re-emerge.
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Question 9: Could you bring us up to date on what is being done
with respect to Russia/CIS by the Eximbank, the World Bank, the
European Bank for Reconstruction and Development, private banks,
and OPIC?

I am informed that Exim just cut off lending for projects in
Ukraine. What is the reason, if this is true? Does it make
sense for the U.S. to make grants to an area when we do not want
to lend to the same area?

What is OPIC doing in this area? I understand that the Overseas
Private Investment Corporation (OPIC) has approved its first lean
and major insurance coverage to a private commercial venture in
Russia, a $150 million package consisting of $50 million in loan
guarantees and $100 million in investment insurance coverage to
support Conoco's $300 million Polar Lights project.

Answer: U.S. government and multilateral agencies are working to
provide needed economic assistance and investment incentives to
the countries of the former Soviet Union.

World Bank activity focuses on key sectors (e.g., energy,
transportation, banking) of the economy whose development is
needed to attract foreign investment and produce products for
export. World Bank programs are conditional on government
commitments to implement economic reforms. However, the World
Bank has responded flexibly to the priorities of different FSU
countries.

In Armenia, the World Bank will approve a $28 million Earthquake
Reconstruction loan on January 27, 1994. In Belarus, the Bank
approved an $8 million Institution Building loan last July and a

$120 million Import Rehabilitation loan in November. Moldova
received a $26 million Emergency Drought Recovery loan in March
1993 and a $60 million Import Rehabilitation loan in October.
Ukraine received a $27 million Institution Building loan in June
1993.

The World Bank has sent numerous missions to the Central Asian
countries to develop programs there. Some programs have been
implemented — e.g. a $180 million Import Rehabilitation Loan to
Kazakhstan. About $1.5 billion in lending is in the pipeline for
the five Central Asian countries.

The World Bank has approved $1.4 billion in loans, including a

$600 million import rehabilitation loan, a $610 million oil
sector rehabilitation loan, a $90 million privatization loan and
$70 million employment services loan. As of end-1993, however,
the Russians had only drawn upon the import rehabilitation loan.
Another, $7.8 billion loans are under consideration and/or
negotiation, including loans for highway rehabilitation, import
rehabilitation (second) , financial institutions development,
enterprise reform, social safety net reform, etc.
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The European Bank for Reconstruction and Development Is also
active in the Former Soviet Union. In Central Asia, the EBRD has
approved lending to Kazakhstan and Uzbekistan as of December
1993, and has projects in its pipeline for all Central Asian
countries except Tajikistan. Last year, the EBRD approved an $88
million power project for Armenia, a $44 million communications
project for Belarus and a $1.7 million telecommunication project
and a $7.5 million investment fund for Ukraine.

In Russia, the EBRD has approved $550 million in loans and
another $15 million in investments. More than $450 million of
this financing is in the energy sector for construction,
servicing/rehabilitation and equipment purchases.

U.S. institutions are also devising lending programs in the FSU.
Eximbank is not open in all FSU republics, but where they are,
they are quite active. They have finalized the oil and gas
framework agreement for Russia which should make $2 billion in
credits available in the near future. Eximbank and Kazakh
officials are negotiating a similar agreement to rehabilitate
that country's promising energy sector.

OPIC has signed agreements with the Central Asian countries,
making them eligible for OPIC investment guarantees and other
services. OPIC recently signed agreements totalling $83 million
to provide finance and insurance coverage for Kazakhstan's energy
sector. OPIC programs are also available in Russia, Armenia,
Belarus, Georgia, Moldova and Ukraine.

With regard to your question vis-a-vis Eximbank in Ukraine: the
institution is currently off cover there. Formerly, Eximbank was
open for short-term insurance only. The deteriorating
macroeconomic situation in the country caused Bank management to
decide on a course of reducing exposure in Ukraine and accepting
no further financing applications. Although Ukraine has been
making payments on its Eximbank insured loans in a timely manner,
the destabilized macroeconomic situation in the country caused
management to conclude that such payments would not be sustained.

Humanitarian and technical assistance, which is generally done on
a grant basis, serves an entirely different purpose from Eximbank
lending, which is done on a commercial basis.

****
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Question 10: What is the situation with respect to loans to
Russia/CIS from the International Monetary Fund (IMF)? Has
Russia been able to negotiate and IMF standby loan? I understand
tne IMF was to provide a $4 billion standby credit, a $6 billion
currency stabilization fund, and a $3 billion fund from a newly
created "system transformation system." However, I believe that
Russia has been unable to negotiate the standby credit, because
it has been unable to meet the IMF's "conditionality" standards.
Is this true? Please comment.

Answer: In 1993, the IMF created a new lending facility, the

Systemic Transformation Facility (STF) , to provide initial
support for stabilization and serve as a bridge to a full
macroeconomic program. Russia is eligible to draw $3.0 billion
under the STF in two equal tranches. The first $1.5 billion
tranche was drawn last summer. A second $1.5 billion drawing has
not been made due to Russia's inability to meet economic
performance criteria. The IMF and Russia have had discussions
concerning measures that would provide a basis for the second
$1.5 billion loan.

It was envisioned that, once initial stabilization was achieved,
movement towards full economic stabilization would be supported
by an IMF (standby) loan of up to $4.1 billion. However,
Russia's inability to meet the conditions for lending under the
STF has delayed progress on a standby arrangement.

The IMF has also agreed to make available a $6 billion currency
stabilization fund to support the ruble, once Russia had shown
its ability to implement a rigorous standby program for several
months .

Other countries have also drawn on funds from the IMF as each has
developed the appropriate policies. For example, a $98 million
STF was approved for Belarus in July, 1993. Negotiations on
second STF tranche and SBA are ongoing. Moldova has received $19
million in financing under Compensatory and Contingency Financing
Facilities approved in February 1993, $31 million under STF
approved in September and $72 million under SBA approved in
November 1993. Kyrgyzstan was the first non-Baltic, FSU country
to qualify for a full standby arrangement. In 1993, it received
$70 million combined from a standby and a STF loan. Kazakhstan
received $86 million in 1993 via a STF loan. On January 24,
1994, we expect the IMF Board to approve $250 million in lending
in the form of standby and STF loans.
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Question 11: Is a local partner still necessary of U.S.

businesses to open in Russia/CIS? It is my understanding that,
until recently, FCS and others counseled U.S. business people to

obtain a local partner, but this reconunendation changed somewhat

recently, because we now think U.S. business people might be

better off if they go it alone. Vthat is you thinking on this

subject?

Answer: A local partner may or may not bring benefits to U.S.

businesses entering the Russian/CIS market depending entirely on

the circumstances involved. It is a decision which each business
must evaluate on its merits — it is not generally a requirement.

Until recently, foreigners were required to receive permission
from the Ministry of Finance to participate in voucher auctions
under the Russian government's privatization program. However,
this limitation was eliminated by a December 24 Yeltsin decree.

****

Question 12: One of the continuing problems in increasing trade
and investment with Russia/CIS is that of export controls. Why
do we still need these controls? I know we are attempting to
reduce controls and have reduced controls substantially for

Russia/CIS, but we do impose a tougher standard on Moscow than we

do, for example, on Paris or London. For example, we would sell

fiber-optics transmission technology to a British or French or

Germany company without a problem. But we refuse to sell such

technology to the Russians. I realize there are still strong
arguments for maintaining some export controls; but I would like
to see our government's current rationale for maintaining these
limits. In particular, please describe the risk that high-
technology dual-use equipment sold to Russia may be transferred
to third party countries which are hostile to the United States.

Answer: In 1993, the U.S. Government reviewed much of its

legislation regarding export controls, and has eliminated some
restrictions which are no longer useful. Perhaps most important
was the removal of restrictions on sales of technology which were
viewed as widely available in Eastern Europe and the FSU. Also,
in COCOM, the multilateral coordinating committee for export
controls, we have worked with our partners to move toward a new
mechanism which will be adapted to the dramatic changes which
have occurred in the world while also strengthening the system to

maintain controls on those goods which are still considered
sensitive.

*****
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Question 13: Some commentators, such as G. William Miller,
former Secretary of the Treasury, believe that the key to
revitalizing the Russian economy is retooling the defense
industries to produce civilian goods. What is the status of

Russian/CIS progress or lack of progress in this area?

Answer: Russian defense firms have for a long time produced both
consumer and defense related products. As the defense budget has
been cut back and defense orders have dropped, military-related
enterprises have switched their manufacturing lines to more
consumer production. There has been at least rhetorical, if not
financial, support from the Russian government for this process.
I would also refer you to the answer to this question provided by
Daniel Speckhard of the State Department.

*****

Question 14: Jeffrey Sachs, the Yale (sic) economist who was
once one of Yeltsin's top Western aides, is quoted in the Journal
of Commerce for September 14, 1993, as having said about
Russia/CIS: "The situation is truly dreadful and quite possible
lost for the foreseeable futures." Do you agree? This was said
before the events of the past few weeks by which Yeltsin
consolidated his authority. Will this change things?

Answer: Mr. Sachs continues to advise the Russian Government in
1994. He, like many of us, has been frustrated by the fits and
starts of Russian reforms over the past two years. I believe the
statement you have quoted was made following a Central Bank
decision to withdraw pre-1993 rubles from circulation. This
measure undermined confidence in the currency among average
Russians and contributed to an upswing in inflation this Fall.
Since the dissolution of Parliament, the Government has pressed
ahead with economic reforms. We are hopeful that the Parliament
will support key elements of the reforms — most notably, halting
inflation and pressing ahead with privatization and restructuring
of large enterprises. I believe that in a positive environment,
strategically placed Western assistance can be helpful.

Question 15: What is the situation on Russia/CIS protection of
intellectual property rights?

Answer: As pointed out in answers to this question provided by
the Commerce Department, we have negotiated bilateral investment
treaties which include provisions to protect intellectual
property. However, as the central government's control over
economic activity has declined, there are increasing
opportunities to avoid the law. The Russians have some way to go
to ensure their own intellectual property legislation is
enforced.
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Question 16: Could you comment on the relative potential of U.S.
trade and investment with the countries that make up the CIS, as

compared to trade among themselves. Although politically
independent, these countries are strongly linked economically.
They have become largely dependent on foreign trade with other
former republics and thus, they are relatively closed to the rest
of the global economy. Is this true? Also, could you comment on
the relative economic and political stability of these entities.
I understand, for example, that Ukraine, the second largest
economy within the former Soviet Union, and with more people than

Spain, has not made even the progress of Russia on the economic
front.

Answer: It is true that the former Soviet states remain strongly
tied to each other. Under the Soviet system, their production
and trade was unnaturally linked. The system also left some of
these countries as monopoly producers of goods which are no

longer needed in Russia or elsewhere in the FSU. Much of this
trade has now collapsed.

We have found that those countries which most quickly and cleanly
separate themselves from the centralized trading system, have
better odds of succeeding. In Eastern Europe, Poland was the
first country to open its borders to foreign competition. Last
year, Poland was the fastest growing economy in Europe. Estonia,
in the former Soviet Union, also has liberalized very fast, and

may have seen growth in 1993, if not 1994.

Nonetheless, trade among the former Soviet republics continues to
be vital to all sides. Most of the countries need Russian energy
resources or raw materials. Russia still needs agricultural and
consumer goods produced by its neighbors. The former Soviet
republics are working to reinvigorate their trade by signing
trade agreements and working on a CIS bank for settling trade
claims. As long as this trade occurs under free market
conditions, with neither side subsidizing the other, we should
look for ways to help the FSU countries re-establish their trade.

The economic transition is proceeding at different paces in the
different republics of the former Soviet Union. However, we are
confident that they each have the opportunity to succeed. One
need only look at the tiny Baltic states — Estonia, Latvia and
Lithuania — to see that strong stabilization and liberalization
can quickly produce positive economic results.

With regard to Ukraine, you correctly note that economic reforms
have implemented less effectively there. Ukraine currently
suffers from both hyperinflation and falling production and

employment. The situation in Ukraine should provide ample
evidence to other countries in transition of the failure of half-
hearted reforms.



270

Additional Question 1: Businesses who have experience trading in
the former Soviet Union point out that our overseas support
agencies are very helpful. The consulate offices provide advice,
equipment and lists of American companies doing business in the
country, however these agencies are overworked and understaffed.
Have there been any attempts to modernize or streamline any of
these offices to increase productivity? Are we using 100%
American workers or do we hire local workers to work in these
offices?

Answer: Treasury is not directly involved in promoting U.S.
business activities abroad. However, Secretary Bentsen has used
his meetings with senior officials from Russian and other
countries to encourage more liberal trade and investment regimes.
We have also worked to ensure U.S. companies have access to
multilateral and bilateral assistance packages.

Additional Question 2 : Our government support agencies in the
United States are often very confusing to businesses as they try
to figure out which agency has jurisdiction over aspects of their
trade practices. This confusion becomes even greater when
dealing with international entities such as the World Bank, etc.
Do any of you believe that one office should be set up solely to
instruct companies on the various jurisdictions of agencies and
how to best approach the government with a trade plan?

Answer: While again this question is somewhat out of Treasury's
purview, we are pleased by the creation of the business
information offices at Commerce for the NIS and Eastern Europe
(BISNIS and EEBIC, respectively) . I understand American
companies have found these offices to be very helpful information
sources. Also, the U.S. government is helping to create business
centers in Russia and other countries which will be able to
provide information on possible assistance available to American
companies.

Additional Question 3 : Most of the time when we think about
foreign trade we tend to focus on our large corporations,
however, our small business are uniquely qualified in many cases
to compete even more effectively. How much does the small
business administration get involved in foreign trade assistance
to small businesses?

Answer: This question can certainly be answered more effectively
by the SBA or the Department of Commerce. However, I would note
that small business development has been very rapid in Russia and
Eastern Europe. I am certain these new entrepreneurs would
welcome cooperative opportunities with American small business.
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Additional Question 4: Given the economic situation in the
Commonwealth of Independent State how do our businesses contend
with currency exchange rates and the effects of the overall
economy?

Answer: Repatriating profits from the Soviet Union was once a

problem for Western businessmen investing and trading there. Our
businessmen have been pioneers in innovative techniques —
countertrade, barter — to get their money out. With the reforms
which have taken place in Russia — most notably, unification of
the exchange rate and creation of a market for converting rubles
to dollars — it is now generally not necessary to resort to
these tactics which add distortions and expense to business.

****

Additional Question 5: In Houston, a group of local businesses
who trade in the former Soviet Union have set up a round table
group to discuss effective business strategies in that region.
Do you know if there are any similar efforts on the national
level and, if so, how effective have they been in coordinating
with government agencies to create better trade agreements and
service from the government?

Answer: Two examples of business coordinating at a national
level to influence trade and investment relations in the former
Soviet Union. Last year, the Russian-American Business Council
was formed to replace the old U.S. Soviet Economic Council. This
body has long lobbied the U.S. Government with regard to the
former Soviet Union, and in its new manifestation, we expect to
continue to cooperate to meet business' priorities there.
Further, while in Moscow during the recent summit, I joined
Secretary Bentsen at the inaugural meeting of the American
Chamber of Commerce in Moscow. This body will work to ensure
American business has a voice in Russia. It will also presumably
be able to work with U.S. agencies, including our embassy, to

help define our strategy with regard to economic policies.
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The Honorable Franklin D. Vargo
Deputy Assistant Secretary for Europe
International Trade Administration

Department of Commerce

Washington, DC 20230

Dear Mr. Vargo:

Thank you for your most interesting and useful testimony about trade and
investment in Russia/CIS presented to this subcommittee on November 5, 1993. At the

hearing I mentioned that we would have additional questions for you. The following are
some of the questions we had prepared but were unable to ask at the hearing. Your
answers will be made part of the printed record of the hearing.

1. What is the level of trade and investment between the U.S. and

Russia/CIS? How does this compare with the level of trade and investment in other areas

of the world such as Japan, Canada and Mexico?

2. How many U.S. personnel does the Foreign Commercial Service (FCS)
employ in Russia/CIS? Where are they located?

What is BISNIS (Business Information Service for the Newly Independent
States), and how does it differ from services normally provided by FCS?

How many American Business Centers are there in Russia/CIS? Are any
ABCs yet established?

What other programs do we have to improve trade and investment with

Russia/CIS? What do these programs do?

3. What is the U.S. Government doing to increase trade and investment in

the Central Asian States of the former Soviet Union Including Kazakhstan, Kyrgyzstan,

Tajikistan, Turkmenistan, and Uzbekistan? What is the population and total land mass of

these states? Do we have FCS posts in these places? Where do we have BISNIS offices?
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4. What is the proper role of the U.S. Government with respect to the

difference between trade and investment? Some people believe that the proper role of

government in this area is to encourage jobs at home, and this is done through encouraging

trade . Investment abroad is normally done by large entities, which generally do not require

government assistance. Yet it this view that a good deal of work by U.S. officials in

Russia/CIS is directed toward improving the investment situation there, not necessarily the

trade situation there. Would you comment on these views? What is the proper role of the

U.S. Government in a place such as Russia/CIS?

5. One indication of trade and investment activity in a particular foreign land

is the number and quality of state and locality offices located there. Do you know how

many states and localities have offices in Russia/CIS and can you tell us a little of their

activities?

6. A report issued by the Commerce Department under the Bush

Administration (Obstacles to Trade and Investment in the New Republics of the former

Soviet Union, DOC, ITA, March 1992), based upon participation by over 100 large and

small companies, list the following problems as business people see them in doing business

in Russia/CIS:

-Instability and uncertainty;

-financial problems;

-inadequate information;

-infrastructure problems;
-lack of normal trade relationship; and

-shortfall in support by the U.S. Government

It is only some of these issues over which the U.S. Government has any

control. My question is: Is Russia doing all it can do to improve the situation which

business sees as causing problems in Russia/CIS? And, is my premise correct that the U.S.

Government is doing all it can to improve trade and investment in Russia/CIS?

7. One of the concerns of U.S. business people is the new and widespread
crime in Russia. Of great concern to U.S. business people is that crime is often directed

against foreigners. Would you comment on the crime situation in Russia and the CIS?

How effectively is the Russian Government dealing with this problem?

8. What is your view of graft in Russia? A recent article in the Washington
Post (August 20, 1993) contained the following comment:

Newspapers are full of reports of officials and former officials building

luxurious dachas, wallowing in privileges they once denounced and etuiching

themselves at public expense beyond the wildest dreams of Soviet officialdom.

Please conunent
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9. What is the situation with respect to extracting oil and gas from

Russia/CIS? I am under the impression that this area is a vast opportunity for U.S.

companies, but, again, there are problems of taxation, turf battles between local and federal

authorities, etc. I also understand that this is an area in which Exim and other are

interested in lending. What is your reading on the prospects for oil and gas extraction

from Russia/CIS?
10. Do the Russians have inflation under control? I understand that inflation

ran at 2000 percent in 1992, but lately has lessened. What is the situation regarding

inflation and how does this impact U.S. trade and investment in Russia/CIS.

11. The Russians complain that we unfairly discriminate against them in the

enforcement of our anti-dumping laws, especially in the areas of imports to the U.S. of

uranium, ferrosilicon, potash, titanium sponge and urea. Could you explain the law that

imposes a countervailing duty in the case of dumping, and give us the Department's view

of whether the Russians are guilty of dumping these products in the United States.

12. Is a local partner still necessary for U.S. businesses to open in

Russia/CIS? It is my understanding that, until relatively recently, FCS and others

counseled U.S. business people to obtain a local partner, but this recommendation has

changed somewhat recently, because we now think U.S. business people might be best off

if they go it alone. What is your thinking on this subject?

13. One of the continuing problems in increasing trade and investment with

Russia/CIS is that of export controls. As you know, during the cold war it was necessary

to prevent certain exports to the Soviet bloc, and to that end we applied very complicated

regulations whereby a license was required in certain cases and this system was primarily

administered by the Commerce Department. We also imposed restrictions enforced by
COCOM (the Coordinating Committee for Multilateral Export Control) to prevent sales

of certain kinds of products to certain end-users. Now that the cold war is over, it may be

simplistic and even obvious to ask why we still need any of these controls for Russia/CIS,

but I will start vwth that: Why do we still need these controls? I know we are attempting
to reduce controls and have reduced controls substantially for Russia/CIS, but we do

impose a tougher standard on Moscow than we do, for example, on Paris or London. For

example, we would sell fiber-optics transmission technology to a British or French or

German company without a problem. But we refuse to sell such technology to the

Russians. While I recognize there are strong policy arguments for maintaining these

controls, I would like to see the current policy justification of our government for

maintaining these controls. For example, what is the risk that high-technology dual-use

equipment sold to Russia might end up in the hands of another country hostile to the

United States?

14. Some commentators, such as G. William Miller, former Secretary of the

Treasury, believe that the key to revitalizing the Russian economy is retooling the defense

industries to produce civilian goods. What is the status of Russian/CIS progress or lack of

progress in this area?

15. Jeffrey Sachs, the Yale economist who was once one of Yeltsin's top
Western aides, is quoted in the Journal of Commerce for September 14, 1993, as having
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said about Russia/CIS: "The situation is truly dreadful and quite possible lost for the

foreseeable future." Do you agree? This was said before the events of the past few weeks

by which Yeltsin consolidated his authority. Will this change things?

16. What is the situation on Russia/CIS protection of intellectual property

rights?

17. Could you comment on the relative potential for U.S. trade and

investment with the countries that make up the CIS, as compared to trade among
themselves. Although politically independent, these countries are still strongly linked

economically. They have become largely dependent on foreign trade with other former

republics and thus, they are relatively closed to the rest of the global economy. Is this true?

Also, could you comment on the relative economic and political stability of these entities.

I understand, for example, that Ukraine, the second largest economy within the former

Soviet Union, and with more people than Spain, has not made even the progress of Russia

on the economic front.

I also enclose a copy of questions prepared by Rep. Gene Green, who was

required to leave the hearing before he could ask them. They will also be included in the

record of the hearing. Thank you for your assistance and cooperation. Please feel free to

contact me or the subcommittee staff if you have any questions.

Sincerely yours,

John M. Spratt, Jr.
"^

Chairman

Enclosure
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Questions For Panel
Government Operations

November 5, 1993

1) Businesses who have experience trading in the former Soviet

Union point out that our overseas support agencies are very helpful.
The consulate offices provide support, advice, equipment and lists of

American companies doing business in the country, however, these

agencies are overworked and understaffed. Have there been any
attempts to modernize or streamline any of these offices to increase

productivity? Are we using 100% American workers or do we hire

local workers to work in these offices?

2) Our government support agencies in the United States are

often very confusing to businesses as they try to figure out which

agency has jurisdiction over aspects of their trade practices. This

confusion becomes even greater when dealing with international

entities such as the World Bank, etc. Do any of you believe that one
office should be set up solely to instruct companies on the various

jurisdictions of agencies and how to best approach the government
with a trade plan?

3) Most of the time when we think about foreign trade we tend

to focus on our large corporations, however, our smaU businesses are

uniquely qualified in many cases to compete even more e^ectively.
How much does the small business administration get involved in

foreign trade assistance to small businesses?

4) Given the economic situation in the Commonwealth of

Independent States how do our businesses contend with currency

exchange rates and the effects of the overall economy?

5) In Houston, a group of local businesses who trade in the

former Soviet Union have set up a round table group to discuss

effective business strategies in that region. Do you know if there are

any similar efforts on the national level and, if so, how el^ective have

they been in coordinating with government agencies to create better

trade agreements and service from the government?
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UNITED STATES DEPARTMENT OF COMMERCE
International Trada Administration
Washington. DC. 20230

ASSISTANT SECRETARY FOR INTERNATIONAL
ECONOMIC POLICY

JAN 7W*

COMMERCE. CONSUMER Ar
^'FTARY AFFAIRS SI IP'^'^'

January 5, 1994

The Honorable John M. Spratt, Jr.

Chairman, Subcommittee on Commerce,
Consumer and Monetary Affairs

2157 Rayburn House Office Building
Washington D.C. 20515

Dear Mr. Chairman,

Enclosed are my responses to the written questions submitted
by members of your Subcommittee regarding my November 5, 1993

testimony on trade and investment in the former Soviet Union.
Also enclosed are responses to questions that were asked which
fall under the jurisdiction of the Bureau of Export
Administration and are not handled by the International Trade
Administration .

Again, thank you for the opportunity to testify before your
committee. If you have any further questions, please do not
hesitate to contact Norma Krayem of the International Trade
Administration, Office of Legislative and Intergovernmental
Affairs at (202) 482-3015.

Kranklin J<

Acting
7argo

wz^

1&-A9^ 0-94-10
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1. What is the level of trade and investment between the U.S. and Russia/CIS?
How does the level of investment between the U.S. and Russia/NIS compare
to other areas of the world, such as Japan, Canada, and Mexico?

U.S. exports of manufactured goods to the former Soviet Union have doubled in

the last year
--

despite the fact that overall Russian and NIS imports from the

world have fallen substantially (see attachment A).

The level of U.S. investment in Russia/NIS is tiny compared to U.S. investment in

countries such as Japan, Canada, and Mexico. We estimate that about $400
million has been invested in Russia by U.S. companies so far, a tiny fraction of the

nearly $490 billiion in total U.S. foreign direct investment in all countries. This also

compares to $68 billion of U.S. foreign direct investment in Canada, $13 billion in

Mexico, $239 billion in Western Europe, and $26 billion in Japan.

The potential for investment in Russia and the NIS is large
--

principally in the oil

and gas areas. We estimate U.S. investment in these areas could amount to tens

of billions of dollars within several years, if the Russian and NIS governments were
to create hospitable investment climates.

2. How many U.S. personnel does the US & Foreign Commercial Service

employ in the NIS? Where are they located?

At the present time, the US & Foreign Commercial Service has 12 American

officers in the NIS. In Russia they are located as follows:

Moscow - 5

St. Petersburg - 2

Vladivostok - 1

for a total of 8. For the rest of the NIS, there are two in Kiev, Ukraine, one in

Almaty, Kazakhstan, and one in Tashkent, Uzbekistan. In addition, the FCS

employs a variety of local personnel, for a total of 56.

2a. What is BISNIS (Business Information Service for the Newly Independent
States), and how does it differ from services normally provided by the

Foreign Commercial Service?

-1-
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BISNIS is a service of the country desk portion of the Department of Commerce
and covers ail 12 NIS countries, including the 8 not presently served by the U.S. &
Foreign Commercial Service. Funded under the Freedom Support Act, it is the

one-stop shop for American firms wanting information on doing business in the

NIS. It contains all available databases, how-to-do-it guides, export opportunities,
and similar business information. Our embassies and FCS posts provide
information on commercial opportunities to BISNIS, and BISNIS then distributes

them to American companies. Over 1 1 ,000 American companies are on the

BISNIS mailing list and receive updated information on business opportunities in

the NIS. BISNIS takes well over 1,000 calls a week from U.S. firms, and has

generated over $100 million dollars of exports (supporting over 2,000 American

jobs in the last year).

As the attached article from the Providence Journal-Bulletin notes (see attachment

B), BISNIS has helped sell U.S. products as diverse as chemical mace and

popcorn poppers. BISNIS meets the need of American companies for commercial
information not elsewhere available, and is one of the reason U.S. manufactured

goods exports to the NIS have doubled over the last year.

2b. How many American Business Centers are there in the NIS? Are any yet
established?

US&FCS is establishing up to 12 American Business Centers (ABCs) in the NIS.

Five ABCs will be co-located with US&FCS posts and seven solo ABCs will be
established and operated by non-Federal entities through cooperative agreements
with the Department of Commerce. The first ABC will open in January 1994 in

Vladivostok. The remaining will open by mid 1994. The goal of the ABC Program
is to promote rapid expansion of U.S. trade and investment in the NIS, with special

emphasis on small and medium-sized firms.

The ABCs will assist U.S. companies and organizations in exploring trade and
investment opportunities in the NIS by offering critical business facilitation services

such as short-term office and exhibit space, market research and counseling,

interpretation and translation services, telecommunications and computer
equipment, and assistance in making contacts. The ABCs will also provide

significant benefits to NIS firms such as business training, technical assistance,
and use of commercial libraries. The ABCs will enhance the ability of NIS firms to

become viable trade and investment partners for U.S. companies.
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ABCs will be located with US&FCS in St. Petersburg, Vladivostok, Almaty,

Tashkent, and Kiev. NIS cities under consideration for the solo ABCs include

Tyumen, Nizihni Novgorod, Yekaterinburg, Novosibirsk, Volgograd, Nizhnivartosk,

and Minsk.

2c. What other programs do we have to Improve trade and investment with the

NIS?

The Department of Commerce operates a range of promotional programs through
our FCS offices in the NIS. These include market research, trade opportuntities,

trade missions, and trade fair participation
-- programs that typically are provided

by the Department of Commerce to U.S. companies anywhere we have an FCS
staff.

We also operate, with AID funding, the "SABIT" program --
Special American

Business Intern Training Program. This program brings Russian and other NIS

managers to the United States to intern with an American company for 3-6

months. The intern sees first-hand how a private company works in a market

environment and goes home with new ideas on how to make his/her enterprise

function better in the emerging market economies of the NIS. The intern also

goes home with a stronger desire to buy American products, use American

standards and engineering specifications, etc. Thus the program promotes the

short-term and long-term exports of American products. We have many
successful instances of exports already resulting from this program.

In addition, the Department of Commerce administers the Consortia of American

Businesses in the Newly Independent States (CABNIS), a grant program designed
to foster U.S. trade with Russia and the NIS. CABNIS provides grand funding (up

to $500,000 to be matched by the grantee) to U.S. non-profit consortia to help

deft'ay the costs of establishing consortia offices in Russia and the NIS. Such

offices work to enhance the privatization movement and represent the commercial

interests of hundreds of U.S. firms. With grant funding from the U.S. Agency for

International Development, the U.S. Department of Commerce has issued nine

awards under the CABNIS program (two in October 1992, four in March 1993, and

three in September 1993), obligating all AID ftjnding for CABNIS grants. Using its

own ftjnding, the U.S. Department of Commerce expects to issue an additional

three awards next Fall. Although the awards are relatively new, six of the grantees

already have established representation in Moscow and, plans are underway for a

number of grantees to open offices in St. Petersburg and the Russian Far East.

The Department of Commerce also co-chairs the government to government U.S.-

Russia Business Development Committee (BDC), which seeks to remove barriers
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to trade and investment. TTie BEX) is the focal point for U.S. government efforts to

improve market acx»ss for U.S. exports by reducing Russian trade tiarriers. It is

also the mechanism by which the U.S. government seeks to improve the

investment climate for U.S. companies by working with the Russian government to

obtain a more conducive set of laws and policies.

What is the U.S. Government doing to increase trade and investment with

the Central Asian Republics? What is the popuiation and total iand mass of

these countries? Do we have FCS posts in these places? Where do we
have BiSNIS offices?

The U.S. Department of Commerce has a commercial office in the U.S. Embassy
in Almaty, Kazakhstan - which is the most important of the Central Asian

Republics from a commercial point of view -- and in Tashkent, Uzbekistan. At the

present time, we do not have FCS posts in other Central Asian Republics. We are

planning American Business Centers in Almaty and Tashkent which will provide

the business facilitation services listed above. In addition, the U.S. Department of

Commerce maintains Partnership Post Arrangements with the U.S. Department of

State in other Central Asian Republics where a commercial officer is not present.

These partnerships aim to support U.S. commercial activities

We provide the full range of BISNIS (Business Information Service for the New

Independent States) assistance to U.S. firms seeking to do business in the Central

Asian Republics. In fact, BISNIS is the principal source of commercial information

for U.S. firms interested in these republics. BISNIS currently has representatives

in Tajikistan and Uzbekistan, utilizing either a personal service contractor as part

of the embassy staff to collect trade information, or a contract with a business

information organization. Contract with additional representatives in other Central

Asian countries is expected soon. The SABIT intern program described above

also functions for the Central Asian Republics.

Additionally, the Department of Commerce is planning a major commercial

conference next year to promote business with the Central Asian Republics.

Information on the population and land mass of the Central Asian Republics is

attached (see attachment C).

What Is the proper role of the U.S. Government with respect to trade vs.

investment and in such places as Russia/CIS?
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The Department of Commerce's international programs are overwhelmingly aimed

at boosting U.S. exports - not promoting foreign investment by U.S. firms. This is

the case with Russia and the NIS, as it is with the rest of the world.

The BiSNIS information services, SABIT intern program, and American Business

Centers (ABCs) are all designed primarily to assist U.S. exporters. BISNIS, for

example, has been credited with generating over $100 million of American exports

in the last 12 months - and the figure is undoubtedly higher, because most firms

do not provide feedback to us.

U.S. exports of manufactured goods to the former Soviet Union have doubled in

the last year
--

despite the fact that overall Russian and NIS imports from the

world have fallen substantially. Why is this? In discussions with Russian officials,

they have made it clear they believe the promotion and information programs of

the U.S. government are among the important reasons.

It is certainly true that the Department of Commerce and other U.S. government

agencies attempt to assist U.S. investors in the NIS as well. An important function

of the U.S. - Russia Business Development Committee (chaired by the Secretary

of Commerce and the Russian Deputy Prime Minister for International Economic

Relations) is to eliminate barriers to U.S. investment generally and to individual

investment projects.

Also, as a matter of policy, the U.S. Government encourages U.S. firms to look at

investment opportunities in the NIS -
especially in defense conversion areas. This

is in the U.S. national security interest, and is in our commercial interest as well.

U.S. exports and jobs will increase more rapidly as added numbers of U.S.

companies invest in Russia and increasingly buy U.S. equipment and

technologies. Most of the major energy investments in Russia, for example,
involve potentially hundreds of millions -- or even billions - of dollars of U.S.

exports of energy production and exploration equipment. The additional oil and

gas produced by these exports will be mainly for Japan and Western Europe.

To recapitulate; our first and foremost objective is U.S. exports, which in turn

promotes jobs at home; our second is to assist U.S. investors in the NIS,

especially where this promotes defense conversion and economic stability while at

the same time generating significant U.S. exports.

Do any states have offices in Russia?

Some states, such as Iowa and Alaska, have been particularly interested in

developing business relations with Russia and the NIS; and have had trade
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missions and experts involved in this activity. The National Governors' Association

Just opened an office in Moscow to help develop and explore trade contacts

t^etween the states and the Russian Federation.

6. What are the Russians doing to address the Investment obstacles Identified

in the Commerce Department's March 1992 report? is the U.S. Government

doing ali it can to improve trade and investment?

The obstacles in our report are known to the Russians; and, in fact, we provided
hundreds of Russian-language copies of that report to them. Uttle has been done

by the Russian government to address them up to now, however - in large part

because the former Parliament was reluctant to allow foreign private investment

into Russia under favorable circumstances. The former Russian Parliament, for

example, did not vote to ratify the Bilateral Investment Treaty with the United

States, even though the U.S. Senate voted to ratify it.

President Yeltsin recently approved Presidential Decree 1466 (see attachment D),

which would significantly improve the investment climate ~ "grandfathering" foreign

investment against adverse future legal changes for a 3-year period, providing
investment incentives, ensuring only federal rules applied to regulate foreign

investment, etc. This is an excellent step, but to be genuinely effective the decree
must be voted on by the new Parliament and made into Russian law.

The U.S. Government is doing everything it can to improve trade and investment

in Russia/CIS. It is encouraging the Russians and the other NIS states to take

steps to improve their investment climates. The US-Russia Business Development
Committee (BDC) is the focal point of this effort.

7. What is your view of the effect of growing Russian crime on U.S. business?
How effectively is the Russian Government dealing with this problem?

The increasing crime rates in Russia are of great concern to U.S. and other

foreign business representatives living in, or visiting, Russia. The crime rates are

certainly a disincentive to do business; and we have encouraged the Russian

government to enforce its laws and provide adequate protection for U.S. and other

foreign residents/visitors as well as protecting the local population.

8. What is your view of graft and corruption in Russia?

Available information indicates that corruption is a serious problem in Russia, and

-6-
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one that interferes with the effective functioning of both foreign and domestic firms.

We are encouraging the Russian government to deal with this problem more

effectively.

American firms tend to be viewed within the NIS as more honest and open than

firms of some other countries; and this is yet one more reason for legitimate and
honest Russian officials and business representatives to deal with American firms.

U.S. firms tend to want to do business in Russia and the NIS for the long-haul.

They do business honestly and seek partners with the same philosophy. Honest

Russian officials and businessmen know this, and value it; but corruption is

certainly a major obstacle to doing business.

9. What are the prospects for oil and gas extraction from Russia and the NIS?

The prospects are best in Russia and Kazakhstan, and this is where most U.S.

firms are concentrating their efforts. The NIS has enormous oil and gas potential
- both through opening of massive new fields and through repairing the damage
done to existing fields through poor production and environmental management.

For example, estimates indicate that the application of about $500 million of U.S.

equipment and technology could result in saving 400,000 barrels of oil per day
that are now pumped out of the ground in Russia - and that promptly leak right

back into the ground from pipes, valves, and other parts of the oil pipeline

gathering system. That 400,000 barrels a day of oil represents well over $2 billion

of potential Russian export earnings per year. Thus $500 million of U.S.

equipment and management could earn the Russians $2 billion per year
-

year in

and year out. Not a bad investment! This would be a good export for the United

States, and a good economic move on the part of the Russians. Additionally, it

would be a significant factor in improving the environment and ecology in the

Siberian oil field area.

This example is only one of dozens of possibilities that add up to potentially more
than $10 billion of U.S. exports and $20 billion annually of additional Russian hard

currency earnings from oil and gas sales in the West.

U.S. companies are ready to move today. The problem continues to be on the

Russian side, with inadequate laws, an inadequate willingness to allow foreign
investment in energy production, bureaucratic indecision, etc.

The vast bulk of the investment and business opportunities in Russia for the next

decade or so will be in oil and gas; but it is up to the Russian government to take

the steps which would encourage U.S. and other companies to invest in oil and
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gas production there. The U.S. government can help Russian officials learn about

global energy production practices, can provide financing for U.S. exports of oil

and gas equipment (such as through the Eximbank oil and gas facility), and can

work with the Russian government to eliminate specific obstacles blocking

individual energy projects.

10. Do the Russians have inflation under controi?

Prices are not yet under control in Russia. Inflation has been averaging around

20% monthly (near 1,000% annually). Inflation at this level makes economic

decision making much more cumbersome and causes bankers and businessmen

to avoid long-term investments. Decisive macroeconomic action on the part of the

Russian Government and the Central Bank must be taken.

However, with advice from the IMF and others, the Russians have begun to

address this problem. After a year of ups and downs, inflation was reduced from

a high in August of 30% to around 17% in November. The Government has

attempted to lower its budget and the Central Bank has raised the discount rate

(at which banks may borrow) to 210% annually (in Novemtjer, the rate was

positive in real terms for the first time).

Nonetheless, the Government has continued to provide budgetary and credit

subsidies to agriculture, certain strategic regions and large firms (to keep them

from going bankrupt). Deficits resulting from these subsidies are essentially

financed by printing money which causes inflation. The former Parliament wanted

to increase spending even further and, therefore, blocked stabilization. It is hoped
that a new Parliament will work with the Government to solve this key problem.

We are pleased with President Yeltsin's statement on December 12 that

stabilization remained a key priority of his government.

11. The Russians complain that we unfairly discriminate against them in the

enforcement of our anti-dumping laws, especially in the areas of Imports to

the U.S. of uranium, ferrosilicon, potash, titanium sponge and urea. Could

you explain the law that imposes a countervailing duty in the case of

dumping, and give us the Department's view of whether the Russians are

guilty of dumping these products in the United States?

Imports of ferrosilicon, titanium sponge and urea are subject to outstanding

antidumping duty orders. Imports of uranium, while not subject to antidumping

duties, are subject to the terms and conditions of the antidumping suspension

agreement entered into between the United States and the Russian Federation.
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Although separate from the antidumping statute, we are aware that a Section 406
market disruption petition has been filed against imports of potash from Russia.

The Department of Commerce objectively administers the antidumping law which
is fully consistent with our international obligations and provides that if dumped
imports from a foreign country are causing material injury to the domestic industry

producing the like product, an antidumping duty is imposed to offset the level of

dumping. The Department determines whether, and to what extent, dumping is

occurring. The International Trade Commission determines whether the domestic

industry is being, or is threatened with, material injury by reason of the dumped
imports. If both agencies issue final affirmative determinations, the Department
issues an antidumping duty order.

Based on an analysis of the factors added to the statute by the Omnibus Trade
and Competitiveness Act of 1988, Russia is considered a non-market economy
(NME) for purposes of the antidumping law. Cases involving non-market
economies are unique because NME costs and prices are not based upon market
factors and, therefore, they do not provide a proper basis for comparison with the

U.S. sales price of such products. In accordance with the applicable statute, the

Department currently measures NME dumping using a "factors of production"

methodology. In its simplest terms, we request the NME to identify its factors of

production. We then value those factors based upon costs in a comparable
market economy. The Department utilizes the same methodology for cases from

all NMEs; it is not unique to Russia.

With respect to the products you identified, the Department determined that urea,

ferrosilicon, and titanium sponge from the former USSR were being dumped in the

United States. With the dissolution of the former USSR, the outstanding order was
transferred to each of the newly independent republics, including Russia. Further,

the Department found uranium from Russia to be dumped in the United States

and, after a preliminary affirmative determination, the Department suspended the

investigation on uranium from Russia.

12. Is a local partner necessary for U.S. businesses to open in Russia/NIS?

Russian and other NIS laws increasingly enable foreign firms to open 100 percent

foreign-owned enterprises, and to purchase 100 percent of a grovnng range of

domestically-owned firms. At the Department of Commerce, we inform U.S. firms

of the range of possibilities, and note that the decision to have a partner depends
upon the specific circumstances of the individual transaction. There is no hard

and fast rule.

-9-
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We do caution firms that we are aware of many instances in which minority

ownership or 50-50 ownership has stymied business decision-making because of

the different views of the U.S. and Russian partners. Partnerships in which the

U.S. side has a controlling interest have generally had fewer problems.

13. One of the continuing problems in increasing trade and investment with

Russia/CIS is that of export controls. As you know, during the cold war it

was necessary to prevent certain exports to the Soviet bloc, and to that end
we applied very complicated regulations whereby a license was required in

certain cases and this system was primarily administered by the Commerce
Department. We also imposed restrictions enforced by COCOM (the

Coordinating Committee for Multilateral Export Control) to prevent sales of

certain kinds of products to certain end-users. Now that the cold war is

over, it may be simplistic and even obvious to ask why we still need any of

these controls for Russia/CIS, but I will start with that: Why do we still need
these controls? I know we are attempting to reduce controls and have
reduced controls substantially for Russia/CIS, but we do impose a tougher
standard on IMoscow than we do, for example, on Paris or London. For

example, we would sell fiber-optics transmission technology to a British or

French or German company without a problem. But we refuse to sell such

technology to the Russians. While I recognize there are strong policy

arguments for maintaining these controls, I would like to see the current

policy justification of our government for maintaining these controls. For

example, what is the risk that high-technology dual-use equipment sold to

Russia might end up in the hands of another country hostile to the United

States?

Russia still maintains a strategic offensive nuclear weapons capability. In addition,

Russia is an enormous potential source of conventional weapons and ballistic

missile technology. For that reason, we are currently engaged with President

Yeltsin's government to encourage them to adopt effective export controls.

Reform of our own controls must be done cautiously as we see movernent toward

long-term economic reforms in Russia.

COCOM member nations have discussed replacing COCOI^ with a new suppliers'

arrangement that will coordinate exports of arms and related sensitive dual-use

goods and technology to regions of instability and to countries of particular

concern (i.e. Iran, Iraq, Libya, and North Korea). Along with our COCOM partners

and the six cooperating countries-Austria, Finland, Ireland, New Zealand, Sweden,
and Switzerland- we envisage that Russia will be invited as a member of the new

arrangement.

-10-



288

Efforts to encourage Russian adherence to fully effective export controls are

moving forward on two fronts, multilaterally though COCOM and as a U.S.-

Russian bilateral export control technical assistance effort. In November 1992, the

COCOM Cooperation Forum (CCF) initiative for Russia offered significantly wider

access to advanced Western goods and technology in return for a commitment to

adopt effective export controls. To date, the governments of a number of Eastern

Europe and CIS countries, including Russia, have provided commitments to

COCOM.

Under the umbrella of the Department of Defense's Safe, Secure Dismantlement

(SSD) program, the United States has entered into cooperative efforts with

Belarus, Kazakhstan and Ukraine to provide technical assistance in the

establishment of effective control systems to prevent the proliferation of weapons
of mass destruction. Export control cooperation discussions with Russia are

ongoing.

14. What is the status of Russian/NIS defense conversion efforts?

Generally the best production plants, best workforces, and best engineering were
in the Soviet defense industry establishment. Many of these firms, however, have

always produced some civilian goods as well as military goods. Russian and NIS

stability is aided significantly by helping these enterprises move as fully as possible
to civilian goods and out of military production.

The U.S. Government encourages this movement by providing technical

assistance to NIS enterprises. An important activity is the U.S.-Russian

Commission on Conversion of Defense Industries -- one of the committees under

the "Gore Chernomyrdin Commission" co-chaired by Vice-President Gore and
Russian Prime Minister Chernomyrdin. Deputy Secretary of Defense Perry is the

chair on the U.S. side and Acting Under Secretary for Export Administration Carter

is the vice-chair of the commission which is the focal point for U.S. efforts to assist

in the conversion of Russian defense industries. Deputy Secretary Perry and

Acting Under Secretary Carter recently accompanied the Vice President, in

December 1993, to Moscow for bilateral discussions.

The Department of Commerce also chairs the Defense Conversion Subcommittee

of the U.S.-Russia Business Development Committee. This subcommittee, fully

coordinated with Deputy Secretary Perry's committee, has published a number of

installments to the Russian Defense Business Directory which highlights Russian

enterprises seeking to diversify to civilian goods.

-11-
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15. Is the Russian situation dreadful and quite possibly lost for the foreseeable

future?

I do not agree with this statement. Russia is making the largest economic

transformation ever undertaken. This is a painful and difficult process, but one

which I believe will succeed. Russia is income-poor, but extremely asset-rich. It

has over one-third of the world's reserves of natural gas, up to one-half of the

world's harvestable forests, enormous metals wealth, huge investments in

engineering and science, and a well-educated population.

The transformation from a centrally-planned, inefficient, and

structurally-misdesigned economy to a market economy based on prices and

decentralized decision-making is one that will take time and that will result in

massive dislocation and relocation of productive assets and people; but it is also

one that is well underway.

The progress already made tends to be overlooked. The bulk of Russian prices

are now free, and are set by the market. Most service enterprises are now

privately-owned. The central planning and allocation mechanisms have been

dismantled. Private property ownership is now a reality. Foreign investment and

foreign ownership of assets is now possible (though still very difficult).

All these changes have already taken place; and I believe the pace of reform and

change will accelerate now that Russia has a new constitutional form of

government and a freely-elected Pariiament. Certainly the new legislature

embraces a range of views and cannot be expected to function as smoothly as

the U.S. Congress. But it represents the desire of the Russian people for a better

future, and has in my view a much higher probability of functioning in Russia's

informed self-interest than the previous Parliament.

16. What is the situation with Russian and NIS protection of intellectual property

rights?

The trade agreements negotiated between the United States and the former Soviet

Union - and now in effect with Russia and the other NIS republics
- contain

provisions for effective patent, trademark, copyright, and other intellectual property

protection. These agreements require modern and effective intellectual property

protection, and ensure that the provisions of such laws will be among the best in

the world.

-12-
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Having excellent laws and having an excellent legal enforcement system are, of

course, two different matters. It is in our interest to assist the Russian and other

NIS legal and court systems evolve effectively as soon as possible.

17. Could you comment on the relative potential for U.S. trade and Investment

with the countries making up the CIS, compared to trade among
themselves? What Is the relative economic and political stability of these

entities?

Intra-NIS trade was the predominant feature of Russia's and other NIS foreign

trade. Essentially, that trade consisted of an exchange of subsidized Russian oil

for the food or machinery produced in the other republics. Trade between Russia

and Eastern Europe took the same form. This intra-bloc trade has virtually

collapsed since Russia began selling oil at world prices.

Nevertheless, given Russia's need for spare parts for its East European and NIS

machinery, and the need of the NIS and East European countries for Russian oil,

the restoration of this trade -- but at market prices
-- is essential for all parties.

Doubtless this trade will be more important to the NIS countries than their trade

with the United States.

Even so, given the enormous potential for their economies, this part of the world

will have to be an essential part of U.S. global market strategies. Russia in

particular will be importing hundreds of billions of dollars annually within the next

25 years or so if it is able to reform its economy successfully. It could become
the world's largest market for many types of imports

--
especially capital goods.

The United States, in many ways, is a natural trading partner for Russia - both

being continental, ocean-to-ocean economies with many similar production and

technological needs and with similar transportation and distribution problems.
U.S. manufactured goods exports to Russia have doubled in the last year, and the

Russian market contains significant potential for U.S. companies for the future.

The U.S. share of Russian and NIS imports of manufactured goods from the

industrial countries is over 10 percent
- about 2-3 times as high as the

comparable share for U.S. trade with Eastern Europe. The U.S. share of Russian

imports can go significantly higher, and that is one of our goals.

As far as the economic reforms in the NIS other than Russia, the Ukraine has

made less progress
- and has higher rates of inflation. Kazakhstan has been

more stable economically, and in many ways is an easier place for U.S.

companies to do business.

-13-
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ANSWERS TO REPRESENTATIVE GREEN'S QUESTIONS

1. What is the Department of Commerce doing to streamline its offices in the
NIS to increase productivity? Are we using 100% American worlcers or do
we hire local worlcers in these offices?

We are very cognizant of this need, and have taken steps to restructure our

operations dramatically. The centerpiece is the one-stop-shop nerve center in

Washington ~ the Business Information Service for the Newly Independent States

(BISNIS). This center (see brochure, attachment E) is the contact point for the

over 1 1 ,000 U.S. firms - large and small ~ interested in doing business in the

former Soviet Union. BISNIS contains every available database on NIS

enterprises, and produces reports on every aspect of doing business there. It

also is the channel for for U.S. businesses to obtain trade opportunities generated
from our Embassies and Consulates.

In addition, we are expanding our Department of Commerce commercial offices in

the NIS and are establishing new "American Business Centers" that will provide
U.S. companies with temporary office space, telecommunications facilities,

bilingual secretarial services, business leads, etc.

U.S. manufactured exports to the NIS have doubled in the last year despite the

overall collapse of the NIS' trade with the rest of the world. Our information

support of U.S. business is an important reason for their success.

At the present time, the U.S. & Foreign Commercial Service has 12 American
officers in the NIS. In addition, the FCS employs a variety of local personnel, for a

total of 56.

2. Should an office be set up to instruct companies on how to deal with the

confusing array of U.S. Government agencies when devising a trade plan
with the NIS?

Absolutely! In fact, that is exactly why the one-stop shop, BISNIS, was
established. With one phone call (see attachment E) BISNIS can provide
information to a U.S. company not only on the specific market opportunities in the

NIS, but also with the specific assistance and programs that each U.S.

government agency, such as OPIC ~ the Overseas Private Insurance Corporation
- can provide to help the company with its strategic trade plan.

How much does the small business Administration get involved in helping
smaller companies export to the NIS?

-14-
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The Small Business Administration helps companies learn how to export, and

provides them with access to credits to help them get started. The Small

Business Administration does not have offices overseas to help small companies
find export sales leads. That is what the Department of Commerce does. In fact,

the vast bulk of the companies with which the Department of Commerce works

are small companies. Probably 9,000 of the 1 1 ,000 companies that use our

BiSNIS service (see above) are small firms. Many small companies have told us

they would be totally unable to sell in the NIS were it not for our BISNIS service.

We have letters from smaller companies (which we will provide on request) that tell

us our services enable them to compete on an equal par with the big companies.
We are their marketing eyes and ears.

4. How do U.S. companies compete with currency rates, incovertibility of the

ruble, and the overall effects of the local economy?

Currency inconvertibility is the biggest obstacle to business, and those companies
that do sell to the NIS are the ones that have found a way to cope with the

problem.

Companies selling oil and gas equipment have a relatively easy time because the

Russian oil companies and gas companies that are their customers have

reasonably good access to hard currency.

Other U.S. companies have to find pockets of hard currency, and one of the best

ways is to use the information services that our BISNIS service provides. NIS

companies earn about $30 billion a year from oil and other sales -- and spend
most of it on Western goods. Russian and NIS customers know that if they
announce through BISNIS that they have hard currency for the purchase of a

particular product, they will quickly get a significant number of competitive bids

from U.S. companies --
allowing them to get a better price. Well over $100 million

of exports for smaller U.S. companies have been generated by BISNIS in just this

way over the past year.

5. Have businesses set up round table groups nationally to discuss effective

business strategies for selling in the NIS?

Yes. There are several. The largest is the U.S.-Russia Business Council. The
National Association of Manufacturers is among the other groups that have set up

special NIS committees so that their members may exchange views and lessons.

The Department of Commerce works closely with these groups, and involves them
in discussions with the Russian and NIS governments.

-15-
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ATrACHnEK'r f]

?ENDS
Business Infonnalion Service for the Newly IrxJefjendent States

U.S. DEPARTIVIENT OF COMMERCE / Intematlooal Trade Admlnisttalion

November 1993

MANUFACTURED GOODS EXPORTS TO THE NIS
CONTINUE SURGE.

Exports of U.S. manufactuml goods continue their

sharp growth to the nations of the former Soviet Union.

Maldng them perhaps the fastest growing nuufcets for

U.S. exports today, manufactured goods exports, which

account for over half of total exports (o the N.I.S.,

almost doubled in the first eight months of 1993,

compared with the same period in 1992.

Total U.S. exports to the NIS for the fir^t eight months

of 1992 declined 10%, compared with the similar

period in 1993, mainly due to decreases in the export of

agricultural goods and raw materials.

Civil engineering and contractors' plant and equipment

exports to the NIS increased from $64 million in the

first eight months of 1992 to almost $170 million for

the same period in 1993. Mechanical handling

equipmoit exports to the NIS increased from $21

million during the first eight months of 1992 to $55

million during the same period in 1993. Agricultural

machineiy exports to the NIS, which registered exports

of a mere $5.8 million dollars in the first eight months

of 1992, increased to nearly $30 million for the first

eight months of this year.

Russia. U.S. exports to Russia continue to rise. U.S.

exports expanded significantly, increasing fix>m $374

million in the first eight months of 1992 to $990 million

for the same period in 1993. Exports of prehbricated

buildings lept from $12.7 million during this period in

1992 to $30.3 million for the same period in 1993.

Exports of iron and steel tubes, pipes and fittings

increased from $11.4 million during this period in 1992

to almost $30 million during the first eight months of

1993. Exports of equipment for analyses and

measuremeal registered solid gains, increasing from

almost $15 millioD in the first eight months of 1992 to

over $46 million in the same period in 1993.

Ukraine. Ukraine has traditionally been the second

most important NIS mailcet for U.S. exports. Ukraine

accounted for 10% of U.S. exports to the region during

the first eight months of 1993.

During this same period in 1993, total U.S. exports to

Ukraine climbed to $237 million, nearly double the

$133 million in exports for the same period in 1992.

The export of manufactures registered hearty gains,

expanding from $29 million in the first eight months of

1992 to $124 million in the first eight months of 1993.

During the eight months of 1993, the U.S. exported

more than twice as much as it imported from Ukraine.

There were large increases in the export of certain

industry-specific commodities. Ukraine is considered

to be the "bread basket" of the former Soviet Union.

Thus, it comes as no surprise that agribusiness-related

export sales led other industry sectors by a significant

margin. Exports of insecticides and disinfectants alone

lept from $25 thousand in the first eight months of

1992 to approximately $24.8 million during the same

period in 1993. Agricultural machinery exports

increased from $1.8 million to $23.1 million in the

same period.

While U.S. foreign trade data with Russia and Ukraine

did not exist prior to Febniaiy 1992, and accurate

1992-93 comparisons are difficult to formulate, it is

clear that there have been significant increases in U.S.

exports to Ukraine and Russia.

This issue is the second in a series of reports discussing

trade treads between the U.S and the Newly

Independent States. Prior to the emergence of the NIS,

trade statistics were not available for the individual

republics.

BISNIS. Room 7413. USDOC, Washingum, DC, 20230 (Td: 202-482-4655; Flashfax: 202-4S2-3145)
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UNITED STATES EXPORTS TO THE NEWLY INDEPENDENT STATES
(MiNions of doNars)

SITC rev 3 commodity
TOTAL MERCHANDISE
MANUFACTURED GOODS
723-Civil engineering & contracfors' plant & equipment

931-Special transactions & commod not classlf by kind

781-Motor cars & oth motor vehicles

752-Automatlc data process machs & units thereof

742-Pumps for liquids; liquid elevators & pts

744-Mechanical handing equipmt, & pts thereof, n.e.s

764-Telecommunications equipment, n.e.s. & pts, n.e.s...

874-Measuring/checklng/analysing & contr Inst&appt nes.

811-Prefabricated buildings

782-Motor vehicles for transpt of gds & spec pur vehs

679-lron & steel tubes, pipes & hoi profiles, Trttings

721 -Agricultural machinery (excl tractors) & parts

591-lnsectJcJdes, disinfectants etc, retail packed etc

728-Machry etc specializd for particuir industries nes

759-Parts etc for office mach & auto data process mach...

821-Fumiture & pts; bedding, mattresses, etc

582-Plates, sheets, film, foil & strip of plastics

851 -Footwear

774-Electro-diagnostic apparatus
892-Printed matter
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UNITED STATES EXPORTS TO RUSSIA
(MSons of dolars)

sue rev 3 commodity
TOTAL MERCHANDISE
MANUFACTURED GOODS
723-Civil engineering & contractors' plant & equipment
781-Motor cars & oth motor vetiicles

752-Automatic data process machs & units thereof

742-Pumps for liquids; liquid elevators & pts

744-Mechanical handing equipmt, & pts thereof, n.e.s

764-Telecommunications equipment, n.e s. & pts, n e.s...

874-Measuring/checking/analysing & contr inst&appt nes..

931-Spectal transactions & commod not classif by kind

811-Prefabricated buildings

679-lron & steel tubes, pipes & hoi profiles, fittings

782-Motor vehicles for transpt of gds & spec pur vehs

728-Machry etc specializd for particuir industries nes
759-Parts etc for office mach & auto data process mach...

582-Plates, sheets, film, foil & strip of plastics

851-Footwear

821-Fumiture & pts; bedding, mattresses, etc

774—Electro-diagnostic apparatus
892-Printed matter

773-Equipment for distributing electricity, n.e.s

714-Engs and motors, nonelect & pts, n.e.s
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UNITED STATES EXPORTS TO UKRAINE
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ATTl^c.H/^e^)r B

Doing business in Russia
Let's say you're in

costume jewelry . . .

A good place to start is the Business

Information Service for the Newly
Independent States, run by the U.S.

Department of Commerce in

Washington.

By JEFFREY L. HIDAY
Jaunul-Bulefln SUIT Wriur

It can take 20 rings, but getting through is

iiiie tapping the mother lode of information about

doing business in the former Soviet Union.

Welcome to the BISNIS HoUine.

BISNIS is short for the Business Information

Service for the Newly Independent States, run

by the U.S. Department of Commerce in Wash-

ington. Since setting up shop last year, It has be-

come the place to call for Americans looking to

Turn to HELP, Page F-3

HELP BOX

BISNIS, the Business Information Service (or the Newly Indepen-

dent Stales run by the U.S. Depanment of Commerce, publishes four

newsletters on trade trends, commercial opportunities. Newsleners

can be ordered by calling (202) 482-3145 and punching in your fax

number. A staff member can be reached by calling (202) 482-4655.

The Russi3n Survival Guidt. $18.50. by the Russian Information

Service in Montpeliier. Vt., offers business and travel advice. Call

(800) 639-4301. 1802) 223-4955 or fax (802) 223-6105.

Commersant. the weekly English version of a Russian daily news-

paper, provides business lips. You can order it through Refco, in

Chicago at (312)930-6563.

Susiness People is another English-language book about Russia

published in Paris. Call 33-V43-809-000 or fax 33-1-42-677-548.

Raimond Meerbach, with the Commerce Oepanmem's U.S. and

Foreign Commercial Service, will screen potantal Russian customers.

Call 528-5104 in Providence.

The Rhode Island Export Assistance Center, at Bryant College.

helps with a wide variety of trade issues. Call 232-6407.
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Help
Continued from Page F- J

sell the former Soviets anything
from Mace to popcorn machines.

"That area of the world is the

next frontier, a huge potential mar-

ket," says Linda Nemec, the ser-

vice's director. "It's always in the

news. We've gone from getting 300

calls a week to more than a thou-

sand."

Her staff produces four newslet-

ters on trade trends, commercial op-

portunities and other "news you can

use," all about the former Soviet

Union. They can be ordered by call-

ing (202) 482-3145 and punching in

your fax number.

But call (202) 482-4655, wait pa-

tiently, and you can get a real per-

son on the line — someone like Paul

Norton, one of the service's 10 over-

worked trade specialists.

Reporter calls

At Nemec's suggestion, a reporter

called last week and posed as the

owner of a 15-employee shop mak-

ing costume jewelry in Rhode Is-

land.

Norton, 28, a Framingham. Mass.,

native who grew up in Detroit, has a

master's degree in Russian from

American University. Last year he

worked in Moscow for five months.

Norton is obviously uaed to get-

ting calls on topics
— like jewelry— he knows little about Instead of

dwelling on the product at hand, be

focuses on general principles of do-

ing business with the former Sovi-

ets.

What, Norton was asked, should

someone who's just beginning to

look Into the Russian market do
first?

The two difficulties that come

up are, one, fmding the customer,

and two, finding the customer wtio

has hard currency to buy goods,"
Norton said.

He suggested the Commerce De-

partment's U.S. and Foreign Com-
mercial Service, which has offices

In cities around the world, including

Providence. For $100, the service

produces World Traders Data Re-

ports to help companies screen po-

tential customers.

Will it be tough to find stores that

can pay hard currency?
"With a commodity like this

(jewelryX you're going to have to

follow where the money is," Norton

said. "The affluent Russians and

westerners are in St. Petersburg and

Moscow. There are many hard-cur-

rency stores there."

Will they prepay in hard curren-

cy?
"That would have to be deter-

mined through your contract with

them. These stores will have hard

currency. It's not unheard of that

the recipient of goods pays for them
in advance. The money could be

transferred directly to an account in

Providence. Many Russian banks

have corresponding relationships
with American banks, so you can

wire funds or do a letter of credit"

Is it best, Norton was asked, to

work with a Russian bank, or a for-

eign bank with offices there?

"It's fine to work with a Russian

bank. While they're still developing,
there are 10 to 15 that are very

strong."

Would Moscow and St. Peters-

burg be the only places to sell jewel-
ry?

"At first, stick with the big cities.

Once you get your feet In the mar-
ket you will find other other areas.
It's really a question of, with a prod-
uct like this, a luxury Item — it's

best to follow where the money Is

being made."

What about prices?

"It's equivalent to here. The Rus-
sians have tariffs of 115 percent
which effectively doubles the price
of an automobile, say, yet the cars
are still selling. So for something
like jewelry , you shoukl be okay."

What about finding wholesalers?

"That's possible," Norton said.

"But distribution is a new phenome-
non in Russia — so much so that

they've borrowed the term distribu-

tion. They call it distributseya. We
have a program called Search for

Partners. It comes in very handy be-

cause they (Russian partners) Imow
the market speak the language,
know the customs."

Nemec said Norton and the other

trade specialists have been instru-

mental In helping many U.S. compa-
nies get started in Russia.

She said the department recently

helped a- woman sell $18 million

worth of Mace. And a Minnesota

company has sold popcorn ma-
chines that are being set up by Rus-

sian entrepreneurs in airports.
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Cmtral Asia, conaitting of Uie

former Soviet republiea of

KMsakhftan, Kyrgyzatan, TijikirUn,

Turkmenlatan, and UxbekuiUn,
tiordart RuMia, China, the Middle

Eatt, and South Aaia. (Sm 3fap). It

it eonqmaad of plains in northern

Kazakhatan, sami-dsserts and deserts

in the real ofK&saJdistan and the reat

of the region, and mountains along
the southammoat borders. Tb« uugor

peoplea of all but Tajikistan speak
Turkic languages (the Tajiks spaak an
Iranian language), and the majority
re Sunni Muslims (many Tigiks are

Shiia Muslims). These peoples are

cloaely related historically and

eukurally.
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N«w Russian Foreign Investment Decree -
Sept. 27, 1993

wall M prapetaU on duatM to ttt kliilttiOT fbri

queiti MbmiHion (br «umiiwti(M by the RumIm N4-
tmiem FodenU AMwMy, with a ritm to MMtiattnar-
•Me coa^itioM tn aitnciint feraifn Mpiul lo priority

4. Tk« Riwiu Ndention CoiudI of Miililow
I wHUn «M mwlk

I Ibr mMeuioa the praeoAwt A>r ooBwtiaiWM

Mbah prafOMb for raoquiixiai Muc oitut aid iMii-

I tlw attnctioa. praioaioB. aad i^Mla-
wtfM tkoaiptRippnW

Ydtofei kMM MetM F«ni|B ]

mW90US9SMaiegwAOSSlYS/aY£V*Snk _^^ ,_. ,^, . ^, ^_,,

H aanMiivt mm ob priTviiaMlM,

IT iiiiiiiiii Miet No. 1466. dawd 27
«ggrt*f

wi^ ;;;;;^;i7„*?J'
T!^5J^*^

^^TTfj*^irin
to Pwidat YiMa; frM Ac "DakaMMT ^mSv^Sm aT

aiBHK ^)B la^raviN Wofk Vub IKani^ tavaat.
"-

Man

ny[
im a^ 1 i«»w

yUN(y
o ip i I li iil 1 1 t X mk

^i*r aMaatfaa a IkMat ar pitaftty auMB ftr

alRaraMMlti
'

3. The Raatita Padarttlon CoucU of Mialnan-
Oui—Ml ikall witUa two eath» tfnw ap Raailaa
n^araUoB *«ft lam *t)B Chaa»M aM AMMaa* to tte

MPM Law X>B FoniiD lavaatowm ia Hm MIW."
*t)a naa Eeonomlc Zmoi," aad "On CoooaMioM," •



302

Newly Independent States

Armenia

Azettaijan

Belaais

Georgia
Kazakhstan

Kyrgyzstan
Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzt)ekistan
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